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ABSTRACT 

The Alberta broiler chicken industry has experienced growth, 
instability and corporate interests in production and distribution as a 
result of its transition from a supplementary to a specialized commercial 
enterprise. A relatively elastic supply situation in comparison to demand 
gave rise to various marketing problems. The concept of supply management 
was introduced by a producers’ marketing board in order to provide con- 
ditions of equity and countervailing power to broiler producers at the 
marketplace. In this regard, the Alberta Broiler Growers' Marketing Board 
was formed in 1966 in an attempt to bring about stability, planned growth 
and to check the trend towards vertical integration in production. 

A study in 1970 was conducted to analyze the impact of such mar- 
ket regulations on the competitive structure of the Alberta broiler in- 
dustry. The study revealed that the vertically integrated firms expanded 
their size of operation at different stages of the production process 
through acquisitions and mergers. As a result, a single cooperative firm 
came into possession of 80 percent of the market share of processing and 
hatching operations and 44 percent of primary broiler producttion. These 
developments either completely eliminated or severely reduced competition 
in the processing and hatching segments. The authors of the study recom- 
mended restrictions on the growth of this firm and also suggested a 
future line of action in quota allocation and other regulatory procedures 
of the Board. 

The main purpose of the present study is to analyse the impact of 
market regulations on the competitive structure of the industry over a 


longer period of time. Using the 1970 study as a base, a comparative static 
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analysis of market concentration and vertical integration was made in 
four segments of the industry at three time intervals. The segments of 
the industry were production, hatcheries, processing and feed manufact- 
uring. The time intervals were 1967, 1969-71 and 1976. 

Market concentration measures such as the Four Firm Concentration 
Ratio, the Herfindahl Index, the Lorenz Curve, and the Gini Coefficient 
were applied to quantify the changing trends over time. Percent market 
Share with integrated firms was estimated to show the extent of vertical 
integration in the industry. The distribution pattern of authorized quota 
under different size groups and time periods was used to indicate the 
results of the quota allocation policies of the Board. The importance of 
knowing the trends in the above mentioned variables is evident from their 
implications on a firm's behaviour and the resultant social and economic 
performance of the industry. The present study is based on the assumptions 
of industrial organization theory, which concludes that market structure 
may affect a firm's conduct which in turn influences industrial perfor- 
mance. 

The following results were derived from the structural analysis 
of the industry. Quota allocation and other.regulatory policies of the 
Board have reversed the trends coward Gmrker concentration and vertical 
integration in production. They have also somewhat narrowed the inequali- 
ty, in’ firm size distribution of independent producers. 

As a result of the indirect influence of market regulations verti- 
cal integration and concentration in the feed manufacturing segment has 
also declined. The bargaining position of the growers in feed procurement 
has thus been improved. Instability in market share and the turn over of 


feed firms is indicative of this behaviour. 
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The processing and hatching segments of the industry are highly 
concentrated and have duopolistic andtriopolistic market structures. The 
continuing dominance of a cooperative firm, the industry leader in both 
segments,and the stability of the firm's market share indicates a lack 
of competitive environment. According to economic theory and empirical 
evidence, a firm with a vertically concentrated market structure and 
dominance and asymmetry in the market share poses a great barrier to the 
entry of new firms. The Board can, however, make use of its regulatory 
powers to encourage entry of new firms. The study thus recommends that the 
Board initiate a plan to break the monopoly situation at regional market 


levels. 
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CHAPTER I 
INTRODUCTION 


Imports of the Poultry Industry 


quality proteins in the Canadian diet. The proportionate shave of poul- 
try meat in total meat consumption has increased from 10 percent in 
1949 to above 20 percent in 1976. Per capita consumption of poultry 
meats was 31.1 pounds in 1961 and 45.4 pounds in 1ST. Producton in 
turn has almost doubled during this period. The expansion in production 
and consumption has mainly Secreted due to site tea in poultry meat 
prices relative to other meats. 

Poultry are also efficient converters of feed grains. Per unit 
consumption of feed, broiler chickens heehee tih roughly three times more 
food energy in meat than beef cattle. Beef cattle requires about 
eight pounds of feed to produce one pound of meat whereas a broiler chic- 
ken requires approximately 2 pounds at the most to produce an equivalent 
amount of meat. 

In Alberta, changes in the production and consumption of poultry 
meat are similar to those found irae rest of Canada. In 1974, total 
marketings were 85 million pounds which contributed $41,671,000 towards 
the cash income of Alberta poultry meat SaaS Ae In the same year, 


poultry processors employed 600 persons and paid $4,044,000 in wages. 


Alberta Agriculture, Agricuitural Statistics Year Book (Edmonton: 
Alberta Agriculture, 1974), p. 59. 
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Statistics Canada, Survey of Poultry Processors, Cat. 32-27 
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Need for the Study 
The poultry industry in Canada and in Alberta has experienced 
growth, instability, and some basic and important structural changes 
during the last quarter century. Major changes have been: 
1) The natural exodus of small farm flocks from commercial 
production. 
2) Vertical integration-~-both backward and forward. 


' Provincial Marketing Boards~-horizontal 


3) Poultry Growers 
integration. 
4) Poultry Growers' National Marketing Agencies--both horizontal 

and vertical integration. 

The first two changes were a natural outcome of open market 
mechanisms, They emerged in the face of specialized, high risk, capital 
intensive and market-oriented poultry enterprises.The lack of a compe- 
titive bargaining position and financial strength of independent produc~ 
ers vis-a-vis highly concentrated product and factor markets also added 
to these developments. Individual producer's instant responses to changed 
market conditions and prices on an aggregate created recurrent production 
and price fluctuations. In the early 60's, price variability in broiler 
chickens, which was relatively lower than for other poultry, fluctuated 
15 percent within one aaa The development of vertical integration, a 


market phenomenon, helped to alleviate this problem but did not solve it 


Excerpts from R.M.A. Loyns, “Poultry Marketing Boards and the 
Canadian Consumer" (Paper prepared for the Canadian Consumer Council, 
March 1974), pp. 1-5. 
2 


A.W. Wood, “Marketing Boards for Eggs and Poultry" (Paper pre- 
sented at Poultry Conference, University of Manitoba, November 9, 1965), 
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completely. Evidence shows that even the highly vertically integrated 
U.S. poultry industry has not succeeded in this eye At the same 
time development of vertical integration involved economic problems of 
equity and income distribution. Based on the economic, social and 
public policy considerations in Canada, the performance of such a mar- 
keting system was Pr oe unsatisfactory. 

Provincial and national marketing boards were developed as a 
potential soiution to these marketing problems. Market regulations of 
this nature are, however, a mixed blessing because of their positive 
and negative effect on market performance. Ae nae ieee to Walker,” Sstabi- 
lity and economic security are the main positive effects and excess 
capacity, high prices, costs and profits, entry barriers, etc., are the 
negative effects. However, these statements are very broad generaliza- 
tions which need to be verified in individual situations. 

The development of the above market regulations changed the 
nature of competition and pricing behavior in the industry. This is a 
matter worthy of consideration because the nature of competition deter- 
mines the methods of price setting which in turn affects industry perfor- 
mance. 


: B.W. Marion, and H.B. Arthur, Dynamic Factors in the Vertical 


Commodity System: A Case Study of the Broiler System (Wooster, Ohio: 
Ohio Agric. Res. Centre, November 1973), p.1l. 


2 


H.V. Walker, "Marketing Boards and Quota Policies for Canadian 
Farm Products: An appraisal of Performance," Canadian Journal of Agricul- 


The net results of the Board's operations depend upon a variety 
of factors. Board regulations, procedures (eg., quota techniques), product 
characteristics (growth, elasticity, substitutes, etc), kind of leadership, 
and outside competition are worthy of special mention. 
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In response to this need the Food Prices Review poeta conducted 
a study which confirmed that in recent years the structure and conduct 
of the industry has largely been dominated by the policies and actions of 
the provincial producer marketing boards. Another study by Ribyit 
evaluated the implications of Canadian broiler marketing boards' quota 
policies on stability aspects of producer prices and incomes and mar- 
ketings. 

The present study was designed to achieve a different purpose 
through emphasis on a limited area and an in-depthanalysis. The snake 
attempts to analyse the impact of market regulations on market concen- 
tration and vertical integration qnvend Alberta broiler industry. The 
purpose of knowing the trends in these variables is evident from their 
implications on the economic and social performance of the firms at the 
marketplace. This involves consideration of resource allocation and 
economic efficiency. Such economic indicators can help in evaluating the 
effectiveness and objectives of a given public policy. 

The need for this study is based on the following reasons. In 
1970, Hurnanen, et rab conducted a study of the Alberta broiler indus- 


try and found a high degree of the market share at different stages of 


: Food Prices Review Board, Broiler Chicken Prices II (Ottawa: 
FPRe > October 1975)... p. vi. 


Saiyed M.H. Rizvi, 'Marketing Boards in Canada--An Evaluation 
of Their Quota Policies with Special Reference to the Broiler Chicken 
Industry" (Unpublished Ph. D. thesis, Department of Rural Economy, 
University of Alberta, Edmonton, 1974). 


; R.R. Hurnanen, M.H. Hawkins, and T.W. Manning, Vertical Inte- 
gration and Concentration in the Alberta Broiler Industry, Rese sarch 


Bulletin 8 (Edmonton: Department of Rural Economy , University of Alberta, 
August 1970). 
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the production process to be possessed by an individual firm. Using 
the Board's authority, the authors recommended restrictions on the growth 
of that firm. They also recommended comprehensive reviews of the structure 
and conduct prevailing in the industry after intervals of four or five 
years. Thus, this appeared to be the appropriate time to revisit the 
industry. 

The Alberta Broiler Board currently does not appear to be in 
favour of the proposed National Chicken Marketing Agency. This view 
conforms to the recommendations made by the Food Prices Review Board 
in a geo ste ui emer: will therefore be of some importance to examine 
the conditions which have led to opposing attitude of Alberta broiler 
growers towards the concept of a national marketing plan. 

The Analysis 

According to Clodius and face ares empirical research in market 
structure may conveniently be divided into three broad areas: 1) deter- 
mination and measurement of the nature of market structures actually 
extant in particular industries, groups of related industries, and the 
economy as a whole; 2) analysis of the basic technological market and 
other factors responsible for particular market structures; and 3) test- 
ing hypotheses related to the kinds of firm conduct and industrial per- 
formance resulting from various kinds of structures. The present study 
. Food), Prices Review’ Boards, Op -Cit.\.p. AXEL. 

‘ Robert L. Clodius and Willard F. Mueller, "Market Structure Ana- 


lysis as an Orientation for Research in Agricultural Economics," Journal 
of Farm Economics, Vol. 43, No. 3 (August 1961), pp. 523-524. 
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will analyse some aspects of the first two areas. 

The major elements which influence the market structure of an 
industry are number and size distribution of firms, product differentia- 
tion and conditions of entry. These elements have been developed by 
Feliner, Chamberlain, and Bain, hk The market structure of 
the broiler industry would also include vertical integration and mar- 
ket regulations, important structural elements in the industry. Price 
elasticity and growth rate of market demand are two other relevant but 
not equally important variables. 

To sum up, the main purpose of the study is to generate current 
comparative economic statistics similar to those developed by Hurnanen, 
Piugauewinatg70. Ihe study ds thus, restricted to fournrseements of the 
industry--production, hatcheries, processing and feed manufacturing. 
Each segitent will be studied in detail with respect to number and size 
distribution of independent and integrated firms and at dhererone points 
in time. The analysis so made can be used to supplement the bases 
for passing judgments regarding the effectiveness of quota and other 


regulatory devices of the Board on the firms' conduct and performance. 


. William John Fellner, Competition Among the Few: Oligopoly and 
Similar Market Structure (New York: A.A. Knopf, 1949; E.H. Chamberlain, 
The Theory of Monopolistie Competition (Cambridge: Harvard Press, 1956); 
Joe S. Bain, Industrial Organization (New York: John Wiley & Sons, 1959). 


Ricard Caves considers them as elements of structure whereas 
P.M. Scherer has described them as basic conditions of demand which influ- 
ence market conduct. Richard Caves, American Industry: Structure, Conduct, 
Performance (Englewood Cliffs, Peene teen Hed InCo. siete) os LO, ated, 
Edis Scherer, Industrial Maree Structure na ayes Performance 
(Chicago: Rand McNally College Publishing Co., 1970), 
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Testing 


of these hypotheses is, however, beyond the scope of this study. 


Objectives of the Study 
Specifically, the objectives of the study are: 
To review the evolution and development of marketing legislation 
for Canadian poultry producers. 
To study the development and operation of the Alberta Broiler 
Growers' Marketing Board end the proposed National Chicken 
Marketing Agency. 
To study the factors leading to the Alberta broiler growers' 
nonsupport of the proposed national marketing plan. 
To measure rch re the levels of market concentration and 
vertical integration in the industry at different points in time. 
To establish the cause and effect relationship of the observed 
variables in relation to quota policies and programs of the 
Board. 


To make policy recommendations based on the results. 


Method of Study 


Personal interviews with Board officials and members, and govern- 


ment representatives of the poultry division were conducted to get an 


overall view of the broiler industry. An exhaustive review of the pre- 


vious study by Hurnanen, et al.,was made. This study served as a base 


to the present study and helped in understanding and evaluating the com- 


parative changes in the competitive structure of the industry. 


Factual information and data for the study were collected from 


various primary and secondary sources. The primary source of data was 
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generated by mailing aquestionnaire to all the broiler chicken growers 
in mipeceaa) Suitable statistical techniques were employed for the 
different types of analyses involved. Results are presented in tables 
and graphs and interpretations and recommendations are made based on 


the results. 


Outline of the Thesis 

This thesis consistsof seven chapters. Chapter I is devoted to 
the introduction of the problem studied. Chapter II reviews the evolu- 
tionary process in the development of the provincial and federal enab- 
ling legislation available to Canadian poultry producers. Chapter III 
provides the historical background in development and operation of the 
Alberta Broiler Growers' Marketing Board. Information in this chapter 
includes the need for the Board and its policies and procedures to 
achieve various objectives. Elements of the proposed National Chicken 
Marketing Agency, the need for it and progress made so far in this 
direction are contained in Chapter IV. This chapter also presents the 
position of the Alberta Board and Alberta growers towards the national 
marketing plan. Chapter V provides an overview of the measures of market 
concentration and monopoly power. Chapter VI comprises the body of the 
thesis and includes the analytical work which enables study of the impli- 
cations of quota policies and programs of the Board on market concentra- 
tion and vertical integration. This is achieved through comparative 
Static analysis on these apsects at three points in time. The last 


chapter represents a summary, conclusions and recommendations based on 


: For details about the questionnaire see: Appendix A. 
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the results of this study in comparison with the base ace 


In the case of hatcheries, processing and feed manufacturing 
segments, except for 1976, the statistics presented in the thesis are 
derived from the research report by Hurnanen, et al., Op. Cit. The 
source, however, is quoted in individual tables. Tables without any 
reference to the source are mainly developed by the author from the 
raw data obtained from primary and secondary sources. 
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CHAPTER II 


EVOLUTION OF MARKETING LEGISLATION IN CANADA 

This part of the study provides an overview of the evolutionary 
process behind the presently available provincial and federal enabling 
legislation which delegates powers to poultry producers for administer- 
ing their provincial and national marketing plans. 

The application of the marketing board concept to the poultry 
industry is of relatively recent origin. The first marketing board was 
established in 1961 by the broiler producers of British Columbia. The 
marketing problems which necessitated application of this concept, 
to the poultry industry were mainly a result of the technological and 
structural developments. The formation of enabling legislation, both 
provincial and federal, provided a wide scope of authority over produc- 
tion, prices and distribution of poultry products came about through 
cooperation of the provincial and federal governments. 

At the present poultry marketing boards in Canada are function- 
ing both at the provincial and national levels. There are three separate 
marketing boards representing egg, broiler and turkey producers in every 
province of Gawadaas These boards derive authority from their respective 
provincial agricultural marketing acts. The national agencies for eggs 
and turkeys have been in operation since January 1973 and February 1974, 
respectively. These national agencies derive authority from the National 


Farm Products Marketing Agencies Act 1972 (Bill C-176). 


However, there are a few exceptions: in Quebec there is one board 
for both broiler and turkey producers; in P.E.I. there is no turkey pro- 
ducers' marketing board; in Newfoundland there are neither turkey nor 
broiler producers’ marketing boards. 


10 


Vises 


3 


be * oe 


ant: 4 : Ph Re a 
eri. es ay aac TES ke iepess 


=“ 
| m 


pot xem 9, 


cs ; : ‘ « ri 
(ai Lowey may FO soups ee zs 


tidker-. ray ab a ‘ite Ee scence at da inovs th pany 


; | 
: wh ’ 
wy 
7 - 
| » —, 
1. 
\ 4 eS re 
' tue Lo 
os @) 
f i | aA 
? 
te An ri sents Sh 


ey 
. 


My a 
7” Lain - 


4 


‘3 0 ms ot 
* ie . « ata adage " ers 
-telohitetia go} #racubstq gusto. ads sn owoe oh 
: Ve. ive atte on ’ v 
f eee : 
a 
wit ie 3 hee Bt wk 2% ashy: Egnolseg ‘bre 
ux? laoq sre d2 ¢qagn0n bhiged.gn ED GAY a8) areidetes 
‘ ; ; i ae = y j ~ 
bi a mn 
ve tend? aalitatear: uevet edt valgixe : 39% efoviks 
: ine — Soar: 
rr, at a: Ar ky Y £> *}. ah i: bi Ww BS 3a, 2 f *& hey fa Tet ~aa tot ad det 
& 
; ia foes Ler voit ' | 
: 
« i” ce 
| | aa) ee ae 
ws fenton! tot age by tiptet ai wintae arow: % TIERONE R sane 
(a) Laue Be ip 2p rae eee ee ae a : . 
\ 4 : 
tread ,wilhyshalgel gutidans  % perengetvab 2 
ye ¥ ~. . < od sy on 
hee wag. Ve ae dige -To  squce ja23 
- i é 1 p <. ‘ ais F a . fi { 
af Mert 4 b- =a pae cre... See Be. Pa a a i de et ae is Pi-. GO Geer 2d di 3 7a hy: Deis a 
; ma “. 7 
% * ay . 2 _ Spy ears Be rey Lang ppt. 4 baa F R Lack EW cm T° 4 
+2 at a " 
! ti i 7T5 | BAeSeRte8 43 
es 
; oe a cy ; 7 
‘env imee. gad dae evett .elave! iseoitéia: bee ietoantvesd nee 3138 
| ei | . din 
: r ne 4 P ™ te 
we of {retbdsy Vesawt ban 2 elieyd .Raeo ast THSIMITYSS ert eb ewod. B 
; Ef ¢ f } nisi “i 
= : ‘ : ee . 
woes  wielt? Box’ UtivodsuH ovixel Gbaeed seoHtl: waned a es 
are 2 ita 
‘ * , - Ln 
‘ os beh Py Gator {eau dead ? 
é i 1. 
{ ei 
Ps “yikwert ot hie 
ee 2or > ae 
& coe . “ : = ~~ 
tdene tint off -2a82 
Ne realy o sain 
i‘ oe, 
i? 
2 olf 
yaa | f bagel 5278: 


rd ihe 
ite et 235A 


’ y Jag 
& a 


| pea ba 


= os 


; r at 4 tr 
im} a ; eS 


Bien gus Tae ri 


ad 


History of the Marketing Board Concept 

In Canada, the establishment of agricultural marketing boards 
as a practical attempt to solve producers' problems of fluctuating 
prices and low incomes have had a long and complex history. According 
to a recent review pape this complexity has been due to the original 
division of power between the federal and provincial governments. 
Similarly, another review has assessed that: "The development of legis- 
lation under which Canadian marketing boards have been established and 
; operated has been affected by and reflects the dual federal-provincial 
jurisdictions over marketing in bantda #5 

Canadian Marketing legislation which is based on a constitut- 
ional division of power, provides that intraprovincial trade is exclus- 
ively under provincial jurisdiction whereas interprovincial and export 
trade is the domain of the federal government. Two early marketing acts 
which crossed these jurisdictional limits in trade were declared ultra 
vires by the Supreme Court of Gaitedawe 

During this controversial period the province of British Columbia 
took the initiative and enacted provincial legislation with powers to 


control intraprovincial trade. Other provinces followed suit and by 


: Kenneth D. Smith and Murray H. Hawkins, "The Canadian Constitu-— 
tion and Its Effects on Marketing Legislation" (Unpublished Paper, Depart- 
ment of Rural Economy, University of Alberta, 1976), pp. 1-21. 

M.M. Veeman and R.M.A. Loyns, "The Scope and Nature of Canadian 
Marketing Boards" (Unpublished Paper, Department of Rural Economy, 
University of Alberta, 1976), p.5. 


; These acts were the British Columbia Produce Marketing Act (1927), 
which enabled the formation of the first producers' marketing board in 
Canadian history, and the National Farm Products Marketing Act (1934) 
commonly known as the Dominion Marketing Act. For more details regarding 
these earlier acts refer to: L.E. Poetschke and W.M. Mackenzie, The Devel- 
opment of Producer Marketing Boards in Canadian Agriculture (Edmonton: 


Department of Political Economy, University of Alberta, 1957). 


“5-year Letiatveny bas Sai ade nenieaiedeiasaedl 7 
“aay Re! sapeqaton ch oi, (it veges nedl wobvar s9daiae pera Nes 


tabeedvese Lpesied. Luh eda ersalier bin-xd sos0tte toad nssbenetoge tie 
‘es 
sg mag 0 ade ie Re i nei spe ats 78vO: deka atiietiut Tier 


| ish 
eakeane: ade) bebe at sonore! nosnt oknalTGhhs oasat(onnthead: Wee c, 
‘ahold al ehies iabsarnoegactat dase ref oFewrag: fovmetaiwthteaek | 


<etee. bts LT petyespiebatvdasaada" ino. isorbteat 0 Tetsiavetqe PaR A GRORE), vo 
83m sgellpaalear: ieee aR sean wsetenes Foe! addi ahotil arith. shots oa 


; 

gahiherel seb oobi, Dea a 2 at yogd facmi sage bees: sqodr baasery. dota ay 

ty iaoeadlane tena ssc Be 1h silaed tis daieety dneinget eas int ae 1 a 
giiuilo® Mp ki ted: ie acievort ang bolkveg Lat cweventpas wide gebentls scott) Oy 


(oe Deiat bites Asiw miecateas Kaka Hvar hage gars ame atisitiak ay dees em 


- By Be METER vi ak . 
leat - a 
ba 
4) eeary: 19 


a rape Pus 
bs Ts Ben} 
v 


os tguiary 
HAS 


52 


1956 all but Newfoundland had passed their own respective Hsiao 
Ultimately, the Agricultural Products Marketing Act (1949) was 
passed as federal legislation which enabled the provincial boards to 
deal with interprovincial and foreign trade, although they had no control 
over imports into the porate Most of the provinces which had enacted 
their provincial legislation rewrote it to avail themselves of opportuni- 
ties provided under this act. This act, as amended in 1957, also made 
it possible for the boards to raise funds through producer levies. 
in both of the earlier direct taxation acts (i.e.; British 
Columbia (1927) and Dominion Marketing Act (1934)), the Privy Council, 
while upholding the Supreme Court decision, made it clear that this type 
of scheme could only be established through cooperative legislation 
between both levels of eae on Since the 1950's (i.e., after the War 
Measures Act), both provincial and federal governments have been enacting 
legislation to regulate farm products which involve HaLeEeisrt ad af and 
export trade using the cooperative approach as suggested by the Privy 


Council. 


ut mit: ; - ; : 
The provincial legislations differ from others in many respects 


such as number of farm products eligible under the act, method of esta-~- 
blishing and powers to be delegated to commodity boards, etc. Newfoundland 
passed its legislation in 1966, Alberta in 1955. Provincial boards and 
commissions are eStablished under these acts. Provincial milk boards are 
under the specific act known as the Milk Control Act. 

f This act was necessary to lift the controls of the War Measures 
Act which became ineffective after the war. 


Provincial boards still lack this provision. However, during 'the 
chicken and egg war' in 1970-71, boards were allowed by individual provin- 
cial governments to impose restrictions on imports. These were later 
declared unconstitutional by the Supreme Court of Canada. 


. Kenneth D. Smith and Murray H. Hawkins, Op, Cit. 
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The National Farm Products Marketing Agencies Act 1972 (common- 
ly known as Bill C-176), a federal enabling legislation, is one of the 
outcomes of that cooperation. This act provides for the establishment of 
a national marketing agency in any farm product which involves interpro- 
vincial and export trade provided the majority of the producers are in 
favour of such an neon ee So far, only two national agencies, one in 
eggs and another in turkeys, are in operation. They began operation in 
1973 and 1974, respectively.A National Chicken Agency is in the final 
Stages of aie ce 

The need for this federal enabling legislation originated from 
severe marketing and price problems, particularly in poultry products 
in the 1960's. The provincial poultry marketing boards reasonably 
solved problems in marketing and prices by using a ‘supply management' 
tool. The peculiar nature of the product and existence of producing 
areas with and without ‘supply management' led to interprovincial trade 
disputes in 1970-71. These disputes became commonly known as ‘chicken 


5 : . , hal : 
and egg war'. This became a major economic and political issue and a 


This act excludes the commodities under the control of the 
Canadian Wheat Board and Canadian Dairy Commission. These federal boards 
were established in 1935 and 1967, respectively, under separate specific 
acts. 


Provincial broiler-chicken boards came into operation on a wider 
scale over a shorter period of time in comparison to those for eggs and 
turkeys. In the case of a national agency in chickens, things are a bit 
different because provincial boards are less agreeable in reaching a 
commonly acceptable solution. The details will be given in a section 
devoted to a National Chicken Marketing Agency. 


Provincial fluid milk boards and tobacco boards are also under a 
similar kind of supply management. They have never experienced interpro- 
vincial trade disputes of such a nature. For more details on this aspect 
refer to: A.E. Safarian, Canadian Federalism and Economic Integration 
(Information Canada, 1974); and R.M.A. Loyns, "Poultry Marketing Boards 
and the Canadian Consumer " (Paper presented for Canadian Consumer 
Council, Ottawa, March 1974). 
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14 
national marketing plan in coordination with provincial marketing plans 
was thought to be a feasible solution. In the initial stages this federal 
act faced some controversy and took a relatively long time to reach final 
acceptance. This occurred because a few clauses of the act as such were 
not acceptable to hog and cattle producers who faced a different produc- 

* e s a * 
tion and marketing environment. Part of the story is told by Loyns: 
After prolonged public debate throughout this country, in 
committee and in the House of Commons, Parliament gave final 
reading and Parliamentary assent to the national marketing 
legislation, Bill C-176, on December 30, 1971. The drama 
surrounding this Bill probably overshadows that associated 
with any other agricultural legislation in the history of 
Canada, from the trade war among provinces in 1970 and 1971, 
to the aimost single-handed battle in Committee of the Hon. 
Jack Horner, to the marathon all-night session of Parliament in 
which the Bill was finally passed. The Senate, in all its 
pomp and ceremony and involving whatever remains of its waning 
authority, added to the drama and agony of the Minister of 
Agriculture by prolonging for several days passage of the 
Bill through Senate.2 
The National Farm Products Marketing Agencies Act finally became 
a reality in 1972. This act provided for the establishment of the National 
Farm Products Marketing Council and authorized the establishment of nat- 
ional marketing agencies for farm products. Under provisions of the Act, 
the Minister of Agriculture appointed six members to the Council effect- 
ive April, 1972. The duties of the Council as in Sec (6) of the Act were: 
1. To advise the Minister of Agriculture on all matters relating 
to the establishment and operation of agencies under this act, 


with a view to maintaining and promoting an efficient and competi- 


tive agriculture industry. 


s For more information see: "A Look at Bill C-176 (With Amendments)" 
‘Organized Farmer, special section, April 1971, pp. 1-6. 


¢ R.M.A. Loyns, "What Farmers Should Know About Bill C-176" (Paper 
presented at one of a series of Agricultural Conferences sponsored by the 
Faculty of Agriculture, University of Manitoba, February 16, (Winnipeg) 
and 18 (Brandon) ,1972), p.3. 
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2. To ensure that agencies are maintaining efficient and competi- 
tive production and marketing practices and are sensitive to the 
interests of producers and consumers (Section 22 of the Act). 

3. To work with agencies in promoting more effective marketing of 
farm products in interprovincial and export trade. 

The council was thus empowered to establish and supervise the operations 
of the various agencies established to administer the marketing plans of 
regulated farm products. The Council was also provided with other essen- 


tial powers for carrying out the above duties under the Act. 


Provincial and National Acts in Poultry 

In brief, the provincial and national poultry boards derive their 
powers from two parallel acts, i.e., the Agricultural Marketing Acts of 
the respective provinces and the National Farm Products Marketing Agencies 
Act 1972 (Bill C-176). The provincial marketing acts and the National 
Agencies Act (Bill C-176) provide for the establishment of supervisory 
bodies (i.e., Provincial Councils and theyNational Council). The main 
functions of these councils at their respective levels are to develop 
the marketing plans and to enable the boards to administer these plans, 
provided the majority of the affected producers are in favour of the plans. 
At the provincial and national jleveis, the councils have the authority to 
establish Industry Advisory Committees. The membership of these committees 
is drawn from the associations being affected by the regulation. 

Council members are appointed by the respective governments which 
they represent and are responsible to their Minister of Agriculture. The 
powers and duties of these supervisory bodies vary from province to province 
depending upon the variations in the provisions of the respective provin- 


cial acts. 


A ~aga2 abi dar sea vo kalé Eiomead. ont avutiesqsttstlbooningsg 
gil “ete i ety Jeo) vole Se 


te on se) = ois ee | haw oo 


x cate to gba? .) ) a 
be ak 8 wae ae ee a ey bis 


stout vt seed, arth tn, aalins ot stetad at GI: x. 
bs a ae me 5 


ae ee | 


eit tes oe 


gut its oe eee nitereg ova ned eveten 


my f: Hite We se b Dnata - ay 


te atta ad | 


og ren 


nstoanes git iare sighed pet ‘ion aah os enw smoutrond avirieqdes om fi 


io 


“Dann apane ons _— sot: gui tarbedooey eat ; (aE ure) sver “toa i : 
Woe rvs Ig rootiaitu? bes a ods 88 ining gate ea ‘Yaa aateagl a . 
nign at AL nMe2 Langit ont tay eikanued inkotivort . e.2) eatbed 


-geibaieb ot ting Qthead ob Ti soqnos-TANe axe Stotuon? oes’ te: ‘tear sear | er 

7 eanty oo gefd -smpekuebaiis” 09 ebedod oats mittee oF baer ard, girtvaiasd aes Fe 
achog ote 19 toe aati! anoles BORMAN: iit 3d thao tal 9a bitibendlig det 
os waittanision ' dh aguratrembs’ site edfatal Lakmebanin “beat: ieioniesitg barge Re 
ra saamalanptiss sa senate amuaneiel crvsvbol HohSdpaael 7 


teed ah ‘ 
; oe a 
‘ 4 . : x i ae gai : wa ; A ’ ~ sf} mao ae 7 | 
a oda © inhale some ‘a eager ereiete 
reas : a hai ay) Crea” pe att AX Ss ne 
4 ras ‘iy ze 


Ye > & Tae 7 a ie; (+4 iin at 


CHAPTER, IIT 


DEVELOPMENT AND OPERATION OF THE ALBERTA 
BROILER GROWERS' MARKETING BOARD 
Need for the Board 

Exceptionally low and unstable apeeueroe and the consequent in- 
crease of vertical integration in production are said to be the major 
reasons for establishment of the Board. According to Falkenberg, ex- 
chairman of the Alberta Broiler Producers’ Marketing Board, "'the boom 
and bust' nature of the business forced many small growers out of busi- 
ness in the early sixties. Integrated processing companies started grow- 
ing large quantities of broiler chicken to keep their processing plants 
in operation. As well, some of the largest growers were bought out by 


2 , ‘ 
'’ Under these circumstances, the broiler growers of Alberta 


processors.’ 
preferred to opt for the marketing board concept to achieve effective 


countervailing power at the marketplace. 


Development of the Board 
The drive to establish the Board was initiated after a meeting of 
the broiler growers with the Alberta Department of Agriculture on October 
15, 1964. At this meeting, the Alberta Broiler Growers' Association was 


formed. The Assocation executive, in consultation with the Alberta Agri- 


Broiler prices to growers fell as low as 14 cents and 17 cents 
per pound live weight in 1961 and 1964, respectively. In previous years 
prices were invariably above 20 cents. See Agriculture Canada, Poultry 
Market Review (Ottawa: Market Information Service, Poultry Division, 
various annual issues). 


: Howard Falkenberg, "The Marketing Board Approach" (Paper pre- 
sented at Alberta Feed Industry Conference, September 28, 1972), p.2. 
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LZ 
cultural Products Marketing Ganeraetvies prepared a marketing plan. This 
plan was finally established with Order-in-Council number 69 on January 
13, 1966. The plan was given the name The Alberta Broiler Growers Mar- 
keting Plan 1965 and it was: 

A plan to promote, control and regulate the transportation, 
processing, packing, storage and marketing of broiler 
chickens in the Province of Alberta.? 
The purpose of the plan was: 

1. To maintain a fair stabilized price for the regulated product; 

2. To develop and maintain the orderly marketing of the regulated 
product; 

3. To provide a uniform high quality of regulated product for 
the market; 

4. To maintain adequate advertising and promotion of the regulated 
product; 

5. To ensure a continuous yearround supply of the regulated pro- 
duct for the trade and consumer market; and 

6. To work with marketing boards having similar objectives which 

may be established in other provinces of Garadase 


The Alberta broiler growers endorsed this plan with a majority 


vote on May 18, 1ophAe In total 83 growers registered and only 11 voted 


ne Alberta Farm Products Marketing Act (1955), as amended in 


1965, provides for the establishment of such a Council to supervise the 
operations of the boards established under the Act. The Council is also 
authorized to appoint an Industry Advisory Committee drawn from different 
segments of the industry. 


- 

“ For details of the plan see: Province of Alberta, Alberta Regula- 
tions 17/66", The Alberta Gazette, Vol. 62, No. 2 (January 31, 1966) 
pp. 22-26. 


The growers marketing less than 2,000 birds a year and others who 
started marketing only after August 31, 1965 were not eligible to register 
and vote for the plan. See: Ibid., p. 23. 
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against the plan. The Alberta Minister of Agriculture appointed a pro- 
visional board of five registered growers. The Board was delegated re- 
sponsibility for the operation, poeta on, supervision and enforcement 
of the plan. 

The Board was given extensive powers under the plan. These dele- 
gated powers were licensing of growers, processors and other dealers, 
collecting service charges from growers and achieving compliance with 
regulations. Over and above these basic powers, the Board was given 
authority to regulate the quantity of produce in form and place and its 
rate of flow to the market. The Board also set the minimum producer 
paying price. 

To make effective use of these delegated powers, the Board pro- 
ceeded as follows: 

A. Established an office, appointed a secretary-manager and other 
staff to keep various records and perform day-to-day adminis- 
trative operations. 

B. Formulated policies, regulations, orders and eee to 
establish and regulate criteria with respect to: 

i) Various aspects of basic quota control such as initial 

quota allocation, its increases in future and transfer of quota 

rights. 

ii) The various aspects of supply management such as: a) estimate 

of demand in broilers--information requirements for the purpose 


and its source; b) fix and administer the marketing quota to 


In compliance with the provisions of the Act, the regulations 
and any Orders-in-Council, the Board is authorized to establish and amend 
procedures, etc., for effective control over its various operations. 
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achieve the desired level of marketings as assessed in a); 


and c) fix and administer the minimum producer paying prices. 


Operations of the Board 

The Board started its operations on September 1, 1966. The total 
authorized quota as of October 1966 was 1,198,000 square feet. This quota 
was alloted to 106 growers, both independent and integrated. 

The first and foremost problem while establishing the marketing 
board was to reach an objective basis for initial quota allocations. To 
keep the start up problems and speculation aspect to quota rights at a 
minimum, growers who started marketings during the twelve month period 
prior to Board formation and growers who marketed less than 2,000 birds 
a year were not allocated any quota. These two categories of growers 
were not eligible for piébiscite.” 

After the preliminary stages of putting various policies and 
regulations together, the Board's primary powers of controlling supply 
and minimum producer prices became effectively operational on January 
a a So Ae 

The various features of the Board's operations such as control- 
ling basic quota, licensing, raising funds, assessing the demand and supply 
situation, fixing and administering marketing quota and minimum producer 


4 The Act provides control over marketings. Marketing quota is 


some percentage of basic quota; this generally varies between 80 and 120 
percent of basic quota depending upon the market conditions. Basic quota 
allows placement of one bird per sq. ft. per cycle. Therefore, at 100 
percent marketing quota, both are equal. 


‘ See Province of Alberta, "Alberta Regulations 17/66," 
Op. Cit., p. 23. 
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20 
prices, and other policy matters are described betowes 
poets Control 

1. New quota allocations are made according to specified criteria 
and conditions as provided in Board regulations and policy. 

In general, 35 percent of quota is allocated to new growers and 
65 percent to existing growers. 

2. Quota rights are not freely transferable (sale, purchase, lease, 
etc.). Transfers are allowed only under the specific conditions 
and discretionary powers of the Board. Quotas are the property 
of the Board and are attached to the premises (growing facili- 
ties). 

3. No single grower can possess more than 3 percent of the total 
outstanding quota. 

4, Integrated firms are in possession of quota above this maximum 


cue nad ; 
limit. Their quotas are frozen. 


7 The legal power to carry out various operations is derived from 


Board policies, regulations and instructions. These are continually 
changing. At one time policies and instructions of the Board became 
regulations after registeration. This provided added strength to the 
Board in court decisions. Province of Alberta, "Alberta Regulations, 
354/72 ,"" The Alberta Gazette, (December 155°1972), pp. “1125-1154, presents 
a comprehensive compilation of previous regulations of the Board. 


7 For details see: Appendices B-1, C-1 and C-2. 


é The Integrated firms bought a few broiler farms after the in- 


ception of the Board's operations. Late in 1969, a regulation was passed 
by the Board to stop this development. See sub-section (6) of Section 11 
in Appendix B-1, extracts from Province of Alberta, "Alberta Regulations 
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Marketing Quota goencel 

1. The Board has indirect control over supply through its market- 
ing quota system. 

2. To achieve orderly marketing, information about the supply and 
demand situation is required. This information is compiled from 
weekly reports about placements, marketings, imports, exports, 
and inventory position of broilers. The weekly report is 

“supplied to processors and wholesalers for use in market 
planning. 

3. The Board uses the weekly reports as a base for making short 
term demand projection. This information is supplemented with 
current market developments and business intuition. 

4, The marketing quota level to supply the market in accordance 
with estimated demand is fixed. Instructions about this change 
and effective dates are sent to growers, hatcherymen and pro- 
cessors. Entries of the change are also made in the individual 


grower's register. Later these figures are compared with actual 


i ; ] F 
For details of legal powers to control supply, i.e., marketing 


quota, see: Appendix B-2, extracts from Ibid., pp. 1125-1134. 


Hereinafter the word supply if used in this connection will 
represent indirect control on broiler production. 


7 An Industry Advisory Committee has also been attached to the Board 
since its inception. The primary activities of the Committee are to ad- 
vise the Board on matters such as fixing marketing quota and minimum 
producer prices. The membership of the Committee is drawn from various 
segments of the broiler industry. The members are appointed by their 
respective associations. Since 1974 the Committee also has had one mem- 
ber from the Canadian Consumer Association, Alberta Division. 
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marketings. Any discrepancy from allowed levels is brought 
to the attention of the grower. The Board generally requires 
a compensating cutback for overproduction. 

5. Any anticipated shortage in storie is met by revising market- 
ing quota percentage, issuing special production Norns? to 
growers or changing the replacement cycle. All these actions 
can be taken only with the direction and permission of the 
Board. 

6. There is no restriction over imports and exports. The whole- 
salers and processors are however, required to supply to the 
Board data regarding these aspects on a weekly basis. 

7. Any producer who markets less than 2,000 broilers per year is 
exempted from Board regulations. 

8. Minimum producer prices are fixed in consultation with the 
Industry Advisory Committee. Growers and processors are informed 
about the change and effective date. 

a. Minimum producer prices are on f.o.b. plant basis. Only for 
about a year in 1967-68 were prices paid on f.o.b. farm basis. 
b. Minimum producer prices on an ungraded basis have been paid 


since 1974. Previous to that they were paid on a grading basis. 


Supply shortages can be due to temporary shutdowns by growers, 
underestimates of actual demand, or unavoidable circumstances (i.e., 
fire, disease, etc.). 


Marketing permits invariably are issued for one batch of broilers 
at a time. The marketing permits on an average comprise about 7 percent of 
total yearly broiler production in Alberta. 
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Issue License and Raise Funds 


Lan 


All persons engaged in production, processing and marketing 
of broilers must be licensed by the Board. Licenses expire 
on December 3lst of each year and have to be renewed. 
Licenses are issued free of charge. 

A service charge of one-fifth of a cent per pound of live 
weight is deducted from the sale proceeds of each broiler 
grower. Processors make these deductions on behalf of the 


Boards 


: : 2 
Board Members and Registered Producers 


Ls 


All five provisional Board memebers were reelected by the 
registered growers at the first annual meeting held in November, 
P96 7: 

The term of office, in general, is three years with two term 
limit. However, this can be extended to a third term if the 
majority of the producers agree at the annual meeting. 

The minimum quorum for a Board meeting is three members. With 
regard to general meetings the minimum quorum is 20 registered 
producers or 10 percent of the registered producers, whichever 
is greater. Ten or more registered producers can call for a 
special general meeting. 

One annual meeting of registered producers is essential, and 


should be held within 12 to 15 months of the previous annual 


: In 1977 the service charge was reduced to one-eighth of a cent 


per pound of liveweight. 


For details on conduct of elections, terms of office, etc., see: 


Province of Alberta, "Alberta Regulations 348/73", The Alberta Gazette, 
Vol. 69, No. 18 (September 29, 1973), pp. 778-783. This is an amended 
version of "Alberta Regulations 17/66." 
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meeting. 

5. Any grower marketing under a permit is registered. Permit 

growers have all the rights, privileges and obligations of 

quota holders except they cannot hold office. 

The preceding presentation fairly completes the discussion about 
the main features of various policies and procedures of the Board. The 
net impact of such actions on the conduct and performance of various 
agents dealing with the industry will, however, depend upon the spirit 
with which they are carried out. Chapter VI of this thesis is devoted 
to the study of the aggregate effect of ten years of Board regulations 


in shaping the competitve structure of the industry. 
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CHAPTER IV 


THE PROPOSED NATIONAL CHICKEN MARKETING AGENCY* 


The National Chicken Marketing Agency is a concept developed in 
order to achieve coordination of the various provincial chicken producers’ 
marketing boards in Canada. Legal support of the utilization of dual 
federal and provincial authority and jurisdiction is provided by the 
National Farm Products Marketing Agencies Act 1972 (Bill C-176). Under 
this act the chicken producers of Canada can establish a national market- 
ing plan and an agency to administer the plan. The Canadian Broiler Council, 
a national voluntary organization of chicken marketing boards, initiated 
the idea of establishing such an agency in 1968. However, there was no suit- 
able legislation available at that time. The requisite legislation was, 


however, in the process of development and became a reality in 1972. 


Need for the National Agency 
After a few years of operation, some of the provincial chicken mar- 
keting boards had experienced limitations in operating their isolated mar- 
keting management programs. The apparent limitation was in the sphere of 
interprovincial trade which became excessively competitive in the late 60's 
and early 70's. The dimensions of this interprovincial trade rivalry became 
commonly known as the ‘chicken and egg war’ of 1970-71. In the minds of 


the poultry producers, this trade war was the cause and consequence of hopes 


The Agency is in its final stages of establishment and is likely to 
become a reality in Summer 1977. The final public hearings were held in 
Fall, 1976. They were based on the revised proposal submitted by the 
Canadian Broiler Council. 
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for a national marketing plan. According to Loyns: "The period beginning 
in 1969, when clear indication was obtained that national marketing board 
legislation would become a reality, produced a number of severe pressures 
on the Canadian Poultry eee Oe 

During the years of interprovincial trade problems, Quebec the 
single largest unregulated broiler producing (40%) province was marketing 
its surplus production across Barents These low priced imports were 
adversely affecting the prices which regulated markets tended to raise 
through marketing arias ee Voluntary restraints suggested by the 
Canadian Broiler Council had rarely worked and the provincial trade restric~ 
tions of 1970-71 were usually of short duration. As a consequence, the 
chicken growers of Canada were seeking a permanent solution to the problems 
of excessive competition and the consequent instability and income uncer- 
tainty in the broiler industry. The chicken producers of Quebec established 
a marketing board in 1971 and introduced supply management. Competition in 
interprovincial trade was subsequently normalized. 

With these developments Canadian chicken producers did not feel an 
immediate necessity for a national agency. Instead, the emphasis of indivi- 
dual boards was shifted towards bargaining for equitable market shares and 


other terms and conditions of the national plan. A reference to this fact 


b R.M.A. Loyns, "Poultry Marketing Boards and Canadian Consumer, 
ip cit 2). 34. 


¢ On the other hand, the Quebec Egg Marketing Board (FEDCO) was im- 
posing restraints on the marketing of eggs originating outside the province. 
The Quebec Superior Court ruled the case in favour of the Board on July 31, 
1970. Other provinces erected similar trade barriers to protect their pro- 
vincial markets from excessive competition. 


Special subsidies in production (mortgage loans at 2 percent) and 
freight rates were available to the chicken growers of Quebec. The chicken 
industry was highly integrated, dominated by fee basis growing arrangements. 
See: V. Landreth, "What's Behind Quebec's Big Upsurge in Broilers aud Turkey 
Production, Canada Poultr man. Vol. ios, No. 7) (iuly 1970), pp. 6-10. 


«striae Fe tatonivong oft an ishiow eons 
ays be] .aocise panos é Pr Aoah ae ‘any i 
acsldiig ot 0% nobiufae: wl &. Feige sail sind cert a ets | 


3 ‘ 4 


” wp Sete smona’ "bids ertt bea mt ‘gun sande “ BEL 


baduifdntse sebude So ean, ar fda ait Can ean tal ‘ott s ois cs 7 y 


rt 


it ols a0qa09 Jaseegnens lipase Pan uitin f7ib) One ret taped, gal: 'B <p 
ww " a bois bLegiree ci tsupdsdee ane, din Cueto aga r 


y 


us task 296 Hib aasousorg arciotds seideel) ¢tmaiia baie: aaah ipa” opal ey 

~ivibal to abgadene ais. {baxacel ‘yong Asnoigen 8 Ber aeery ort ee srizhommy 
have ooiede. teisan ids te 107) “grshorhngsiad) rales: ‘paaida ABW aired boub 
196% Sita oa agave 6 nat, Enwotadlig sts a ao al 


ad = “ 2 “~ = aw * -_ - 
ees: EP ace: MS: Ree : 


ae 


a oo 


“man me tm nt en vaineae nl hy 


a 


ee Se 


“hte 
ye eo o 


ay 


is given here: "Canadian consumer capacity increased, the idea of national 
market diminished and the conditions for a difficult task of negotiating 
provincial allocations under a national scheme were ee Gea dm 
The low cost chicken PH eee from U.S.A. which had been on the 
increase since 1974 resulted in downward pressure on domestic prices, 
particularly in central Canada. These imports or threat of imports in 
future have revitalized the drive to establish a national agency. Under 


the GATT agreement, chicken growers could control such imports if they 


establish a national supply system. 


Time Element and the National Agency 

After the passage of Bill C-176, national agencies in eggs and 
turkeys became operational in January 1973 and February 1974, respectively. 
However, in the case of chickens, the various provincial boards could not 
reach a common agreement. The major controversial issue between the boards 
was a lack of objective criteria to establish initial quota shares. The 
historical five year average production as provided in Section 24 of the 
Act was not acceptable to some of the producer boards. 

In a meeting with the Department of Agriculture held on January 22, 
1972 in Ottawa, the Canadian Broiler Council expressed the view that "the 
basis set out in Section 24 is not acceptable to a number of provinces 
whose production and market has increased in the preceding five year period, 


: M.M. Veeman and R.M.A. Loyns, Op. Cit., p. 13. 


4 The reason for imports as assessed by the National Council is short- 
age of special kind of birds and low U.S. prices. The imports from U.S. were 
G-5, 87 e 9 "and 55 “mil tion “pounds "in 19 74 {1975 “and -1976) réspectivelry ! 


; Under such arrangements the federal government can fix the quota 
of imports to historic levels. 
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though it may have some appeal to those provinces whose production and 
market has declined during that period!" A proposal to amend Section 24 
so aS to permit a more equitable and acceptable formula for initial quotas 
was suggested. 

The Canadian Boiler Council finally submitted the first proposal 
to the National Council late in 1973. The specific objective of the plan 
was to establish an orderly and stable market in broilers by keeping the 
domestic market in order. The National Council, after analyzing the opinion 
of producers in favour of this proposal to establish a national agency, 
concluded: "In its review of the proposal, Council felt that a majority of 
the producers, particularly those in the province of Quebec, had not en- 
dorsed the provisions of the Se en ee The general areas of disagreement 
were criteria used in establishing the share between Quebec and Ontario 
and particular principles of the plan. 

The Canadian Broiler Council resubmitted the proposal in 1974. The 
National Council held public hearings in May 1974 and made suggestions to 
the Canadian Broiler Council on a few aspects of the proposal. The Canadian 
Broiler Council submitted a revised proposal and public hearings were held 
across Canada in Fall 1976 in order to establish the merits of a National 
Chicken Marketing Agency. The necessary groundwork for the establishment 
has now been completed and many think the Agency will become a reality in 
Summer 1977. 


: "Report of Ottawa Meeting, January 2, 1972" (Unpublished minutes 
of a meeting held by the Canadian Broiler Council with C.D.A., Ottawa, 1972. 
Discussion at the meeting concerned the implementation of a national mar- 
keting plan and the establishment of a marketing agency for broiler chickens 
under the Farm Products Marketing Agencies Act (Bill C-176). 


2 National Farm Products Marketing Council, Annual Report (Ottawa: 
NFPMC, 1973-74), p. 14. 


orks eth ab emer, ‘ekiansaes eidare san <Lrobro amy sak Kis ts 


nae 
oe 


na bal @e arto, gh niga yeshel ktoawo danmligh oat oe 
events. isqmohl ke @ debideses o3 fseoge1q edit 20. HAA. AM oe hong 7 ie : 


to “irtem 2 dads sist ammunted sail i eskt 4 waives €3t. ont sohatamies 
~aw so bert .pedoug tial talkaveke ‘aay ak oct areal sBragnborq ode 
savecesiyniits So setim Hageanag att Bike bi, "o-baprsbata ade ewe 
run bos oii aes arsiie of) gst fase, ah Asan sisenped eae : 
. 5 hel satel! sake ait 0 as iqhoabreg idle i 
auf rr nt Leer wid are Siege) ralhow netbsond adh eu 
ad, enatianueas sein. ares gat rol aigutose ‘ofl dog: bkast Lionas. gee 
amiteeand: sdf _1ein0ge 25 shi Si scanned al a te Tore anit ae ae 
bled stew egadwaad stidue his Inwoquing bacdves #& bsdg idee Lisouod ie 
teresa ry he Bilin ‘sits debidires, a? xsh70 at tel Llet ni ehansd aon 
ota eon wi Lirticineiy ieanooen sift eee eae 


SDs i 
mh eatinen . iain yonega atts ‘ani vasa bas brant rere 7 


, 7 a | eae (7 me 2 ; Lea , Ba de 7 ; Se J ie sok: Ly, | e/g 1 _ 


we8 . ; 7 as . * ¥ wa a i Rene — 
» és; 7 AM ee pate Ss 


29 


Proposed National Chicken Marketing Plan 
The Canadian Broiler Council submitted a revised plan in Fall 
1976. This plan provided the basis for public hearings to establish the 
National Chicken Marketing Agency. The two major concerns of Canadian 
broiler producers have been to rationalize interprovincial trade and im- 
ports or threat of imports from the United States of America. 
The objectives of the revised plan were: 

1. Coordination and improvement of the existing orderly market- 
ing of chickens. 

2. Orderly management of chicken imports. 

The essential elements of the revised plan were: 

1. The establishment of a National Chicken Marketing Agency to 
exercise the necessary authority and to administer the plan. 

2. The participating provincial boards will undertake to remain in 
the plan for an initial period of two years. An agreement will 
be signed by the provincial and federal governments and the parti- 
cipating boards before the plan comes into effect. 

3. There shall not be any restrictions over interprovincial trade. 
Prior consent of the Agency and consultations with the receiving 


province(s) will, however, be required. 


Contents given here are extracts from. the proposal which the Cana- 
dian Broiler Council submitted to the National Council on August 10, 1976 
for establishment of the National Agency. 


: This refers to imports originating outside Canada. Authority to 
exercise controls is held by the federal government and is not under the 
provisions of the Act (Bill C-176). 


This is a combination of two contradictory functions. These are 
given as subsection (3) and (5) of Sec. 3 in the proposed Plan. For details 
and a critique about these and other ambiguities of the proposal, see: J.J. 
Richter, et al., "A Submission on the Proposal for a National Chicken Market- 


ing Plan for Canada to the National Farm Product Marketing Council" (Depart- 
ment of Rural Economy, University of Alberta, Edmonton, November 1976). 
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30 
The Agency shall assume responsibility for the development 
of new uses for chicken and export markets. Also, to ensure 
compliance with provincial allocation, provincial boards shall 
be required to provide an acceptable gaurantee of cooperation 
with the Agency's quota decisions. 
Provincial boards shall act as agents of the Agency in raising 
levies from producers and in performing other such duties. 
The Agency shall be represented by one director from each pro- 
vince, each holding office for one year and each having the 
right to one vote. 
A Consultative and Advisory Committee shall be established to 
advise the Agency and Council on various matters. The members 
of the Committee shall represent the interests of producers, 
consumers, the trade, allied industries and the public in 
general. 
The National Council shall function as a referee in resolving 
disputes regarding allocation of provincial market shares and in 
determining penalties to offending parties. 


The National Agency which shall be established to administer the 


proposed plan shali hold the following powers and responsibilities: 


To establish the size of the national market and provincial 
shares. 
To adjust the national and provincial allocations as required. 


a) The agency shall use the following criteria when making future 


uf 


The basic market shares will represent two classes of chickens 


(i.e., under 4 pounds and 4 pounds and over, eviscerated weight). 
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market allocations to the provinces: 


i) Any significant change in consumer demand, 
ii) The ability of any province to meet its allocated produc- 
tion, 
4ii) The total market requirements within each market area, 
iv) The proportion of market demand in a province which is met 
by production in that province, 
v) The comparative advantage of production and marketing of 
chicken. 
To establish and regulate the interprovincial and export trade in 
chickens. 
To purchase chickens for exports and imports. 
To efficiently exercise the federal authority over interprovincial 
and export trade and the provincial authority over intraprovincial 


trade. 


provincial movement of live or processed chicken in any form. 

To obtain trade information regarding hatching, producing, pro- 
cessing, transporting and marketing of chickens. 

The provincial marketing boards shall have the following juris- 

in the national marketing plan: 

The provincial boards shall maintain their authority to establish 
producer prices in the province. However, they will be required to 
maintain a realistic price relationships with other provinces and 
to promptly inform the Agency of any price change affected. 

The boards will effectively regulate the placements and marketings 
of individual chicken producers so that the total of these market- 


ings does not exceed total provincial allocations. 
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3. Each provincial board shall remain the sole authority to 

‘allot and control intraprovincial basic authorized quotas and 

marketing quotas to producers. 

The Proposed National Agency 
and the Alberta Board 

Since its inception, the interprovincial trade policy of the 
Alberta Board has been to serve its normal distributive area regardless 
of provincial boundaries. A study by Conan shows tuet inrig/1, 14.3 
percent of the chickens processed in Alberta were sold outside the pro- 
vince. 

The Board endorses that fair trade practices guided by distribu- 
tive efficiency should determine the size and extent of the market area. 
Marketing boards in Ontario and British Columbia, the provinces which have 
traditionally been net importers most often did not give support to this 
policy. The market area concept for them is provincial boundaries irres- 
pective of geographic or economic Sees eee This lack of unanimity 
in interprovincial trade policy is one of the reasons for the delay in the 
establishment of the National Chicken Marketing Agency. 

The Alberta Board was not in favour of the so-called unfair trade 
practices which Quebec producers adopted prior to supply management in 
their operations. The Alberta Board, along with others, therefore initiated 
the move to establish a national marketing plan in chickens. The major 


concern was to regulate trade between provinces on an equitable basis. 


Individual boards shall, however, sign a security bond to the 
Agency with a liability to keep provincial production within the allocated 
limits. 


J.H. Copeland and M.H. Hawkins, Orderly Marketing in the Alberta 
Broiler Chicken Industry, Applied Research, Bulletin 18 (Department of 
Rural Economy, University of Alberta, Fall 1976), p. 16. 


abel Orig st err cede ‘tint ‘ait wins le i's 
pe fave tek iia” ewes Sdn: ah cut a aka vl * Ge 


sot Pr shatdave bioa. ‘oxen ehredga a cinatihestiy ‘ela We 
3 1° i eta co ts 4 saebe 


dt sek ad bab hug eee suns tat +: seat cial 

eee. soe odd %o pae7KS isk dit ad odedw brddve nidietle 
wing. se iat ‘waandyorrq “ais (ii to? (hate sit Boe Sai aE what pe 

obits ig sraqepe yelp IG | ts gatth , sea Sushi tear’ “bia | 5 


f 


sort eotsabmiod tatonk wo of wide tol 4 jgsiynos- Aa ie ae aie? 


"3 wn grants” See dee? char eee ust ajiteceyn inttagica8 go Oe 
was Wt ganas ud vox shaded kara ono! aif volley abet? bila 
gated porsastiait usiiortd tet per ae ane eri i 

sini athe pabhaiiiie ‘sil 46 ee nk ‘ie oe ‘tenet eaiedis: gare i, 
6. Sinleumingy asain toate da, otk * wahgoel a aig Bi pet | 
anasto Ui Hine neni siti 


30 


After the Quebec market was regulated in 1971, the excessive trade pres- 
sures were restored to normal. The Alberta board also resumed trade with 
Ltsanormad distributive area im British Cogito 

All through the process of establishing a national agency, the 
Alberta Board, like others, has been an interested observer. In 1974, at 
public hearings in Winnipeg, the Alberta Board did not agree with the 
surplus removal program of inventory control and the criteria which were 
outlined in order to share future market expansion among the provinces. 
The Board suggested that each province should be given the opportunity to 
meet demand increases in its respective market area. 

In recent years the intent of the National Agency has evolved into 
an attempt to control low cost actual imports or the threat of imports of 
U.S. chickens. However, in the past two years, the Alberta market has 
experienced little detrimental pressure from U.S. imports. The Board, in 
its tenth annual report, stated: “Until mid-August 1976, Alberta growers' 
paying prices proved we did have a degree of isolation from the rest of 
Gane cae However, the Alberta market is not completely isolated from the 
rest of Canada. In 1976, 3 million pounds of chickens produced in other 
provinces were sold in the Alberta market. After August 1976, the Board 
had to reduce grower paying prices by 1.5 cents per pound liveweight 
to stay competitive with the rest of the Canadian market. 


1 ‘ ong : . ; : 
The Province of British Columbia, like others, imposed import 


restraints in 1970-71. 


- Alberta Broiler Grower's Marketing Board, Tenth Annual Report 
(Edmonton: ABGMB, November 1976), p. 11. 
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The degree of isolation available to the Alberta market from 
competition of firms in Eastern Canada is mainly due to discriminatory 
freight rates. According to the National Transportation Act of 1967, the 
freight rates are higher on incoming than outgoing processed goods from 
Alberta. This provides a natural protection to the local ies aay th At the 
Same time, an adequate, assured and timely supply of the right quality and 
kind of chickens provided by Alberta growers to processors is another 
reason which discourages local traders from buying outside the province. 

In November 1975, at i meeting with the Canadian Broiler Council 
held in Edmonton, the Alberta Board withdrew its support of the national 
marketing proposal. At the public hearings held by the National Council in 
Edmonton a year later, the Alberta Broiler Grower's Association presented 
a brief opposing the proposed veto powers of Central Canadian producers, 
the cost of production pricing formula, and the bases to be used for future 
market allocations among the provinces. In these hearings across Canada, 
Alberta was the only province which did not endorse the proposal. 

The Alberta Board has continuously been trying to preserve the 
following basic characteristics in the proposed national chicken market- 
ing plan: 

1. Initial and future quota allocations based on the market area 
concept. 

2. A simply organized national agency which is responsive to local 
market conditions. 

3. A provincial pricing structure not tied to the cost of production 


formula. 


For details on this aspect see: Kenneth H. Norrie, "Western Econo- 
mic Alienation-- An Overview'' (Unpublished paper, Department of Economics, 
University of Alberta, 1976), pp. 12-17. 
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Upon conclusion of the public hearings across Canada, a meeting 
of the Canadian Broiler Council and the National Council was held. The 
conclusions of this meeting apparently opposed the characteristics de- 
sired by the Alberta Board. Keeping in mind the problems and opportuni- 
ties of the Alberta growers, this decision was not acceptable to the 
Board. The growers were informed of these developments. 

The clause that established the market area concept was 

removed for legal reasons. The National Council wants a 

pricing mechanism tied to a formula. There will also be 

a common quota system within two years of operation and 

a few other things to give added strength to the Agency. 

The Alberta broiler producers have a unique approach to supply 
Management programs such as production cycle, pricing system, product 
quality and quota policies. Their market conditions and provincial geo- 
graphy are also unique in Canada. The Alberta market is growing because of 
low unemployment rates and increasing population. The annual rate of popu- 
lation increase in Alberta since 1961 has been 2.5 percent as compared to 
1.8 percent in Canada. The criteria for assessing advantages and disadvan- 
tages of joining or staying out of the national marketing plan are thus 
different for Alberta broiler growers. 

One part of the mailed questionnaire (Appendix A) was aimed at 
getting Alberta broiler growers! opinion about the proposed National Chicken 
Marketing Agency. The opinions of the 49.2 percent (62 growers) who respon- 
ded are given in Table fede 

As shown in the table, 36 percent of the producers were not in 


favour of the National Agency. About 10 percent had placed their confidence 


‘ Alberta Broiler Growers' Marketing Board, Newsletter (Edmonton: 
ABGMB, December 28, 1976). 
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in the Board. Forty-four percent of the producers indicated that they 
were undecided. Only 11 percent of the growers supported the proposed 
national chicken marketing plan. 

A majority of the growers who were undecided indicated a need 
for more aWEOrnet ton in order to decide for or against the National Agency. 
The Board is going to arrange regional meetings with growers in April, 
1977 to acquaint them with the pros and cons of the National Agency in 


regard to the Alberta broiler industry. 


Table 4.1 


Alberta Broiler Growers' Opinions 
About the National Agency 


er a NN FT A NN I ne 


Number of Percent of 
Particulars. Respondents Respondents 
In favour of the Agency 7 LAS 
Not in favour of the Agency 22 Er, 
Not yet decided PRT | Le ele. 
Will accept whatever Board decides 6 Shee 


A nN 


TOTAL 62 100.0 
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CHAPTER V 


MEASURES OF CONCENTRATION AND MARKET POWER 

This chapter is devoted to an overview of the various measures of 
market concentration and monopoly power. A discussion about these measures 
is presented in relation to their application to structural change in the 
Alberta broiler industry. Data availability and the suitability of the 
selected measures are the main considerations when making selection for 
actual application. 

There are two major categories of measures-- indexes of market 
concentration and indexes of monopoly power. However, they serve the same 
purpose because market concentration is related to market newex High mar- 
ket concentration is one of the many factors which contributes toward 
monopoly power. The main difference in both the measurement tools is that 
indexes of monopoly power attempt to quantify the actual monopoly power 
exercised by individual firms in a given market. The concentration indexes, 
on the other hand, seek to measure the potential for market power evident 
in the market as a whole. 

The commonly used indexes of monopoly power and market concentra- 


tion are discussed below. 


Indexes of Monopoly ee 


The Lerner Index 


The index is given by the forumla M = 2%. , where P represents 


price per unit of output and MC represents marginal cost per unit of 


For details on various monopoly measures refer to: James V. Koch, 
Industrial Organization and Prices (Englewood Cliffs, N.J.: Prentice-Hall 


Inc., 1974), pp. 51-60; and Eugene M. Singer, Antitrust Economics (Engle- 


wood Clirfs, N.J.t-Prentice-Hall Inc... 1968), “py. 63-72. 


a ms ‘Wiese, Favs 


f ne 
4 suave ah me 
ay J “a 


as acd 


at rotie * hs lat | o 
9 sine 


| 4 
ay em ’ , Dn a 


1 


an 


“yen / i e: eng eran ’ yes Pi! oi as as i aes eae 


‘ ibvehled wasuely shod) meds pee paren we os thie ‘oF ‘1b an 
fo ailepode Gaon eed Nig? Tn eee Daca ey 
% penn r billet son Palo ie’: iting wv 1 pehlenea sei 
henna dialiaa ee lids ard San Pred soi Wi 
iiises Selly HamrUR ad) ee Teel apy; Fdnabeee oa, aba? Siac 
~ aioe vs ee i pre 
oy Shia! SLMS the 9H? ae oa 1 duke’, des tevin: ane 
| “a i fe ee 7 e eee Pa Re a ee . gobed Raker pide a bay 7 


— 


38 
output. This index measures the departure of price from the marginal 
cost associated with monopoly. Price theory says that a firm in a purely 
competitive market structure has price equal to marginal cost. This makes 
M equal to zero. The value of the Lerner Index is thus directly associated 
with the degree of monopoly power a firm holds. 

This index also defines monopoly power in terms of slope of the 
demand curve. This is because when the objective function of the firm is 
to maximise profits and an equilibrium condition holds, the Lerner Index 
is equal to the inverse of the price elasticity of demand. 

The approach has limitations of data availability. Most of the 
available cost accounting data do not provide estimates of the marginal 
cost. Marginal cost is also biased under the influence of the objective 
function of the firm under consideration. According to Beporer if the 
objective function of the firm is something other than to maximise profits, 
marginal costs incurred will be higher than they would have been under the 


spur of competition. 


The Bain Index 
Bain proposed profit rates as a measure of monopoly power. He 
Suggests that divergence between price and average cost rather than price 
: 2 , : 
and marginal cost as proposed by Lerner , should be considered as an in- 
dicator of monopoly power. He justifies his index on the grounds that it 
is possible to view the divergence between price and average cost as 
evidence, on a probability basis, of the existence of a discrepancy between 
1 ; 
P.M senerer, Op, OLts, pe" 50° 


2 A.P. Lerner, ‘The Concept of Monopoly and the Measurement of 
Monopoly Power,'' Review of Economic Studies, Vol. 1 (1934), pp. 157-175. 
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price and marginal cost. He emphasises that profits, however, are not 
a sure condition of monopoly, although they are, if persistent, a prob- 
able iadicattons 

According to economic theory, when the firm's average cost curve 
is tangent to its demand curve at a given level of output, the firm earns 
no excess profits. As shown in Figure 5.1 at output level OQ, when per 
unit average cost is AC' and price OP', a price~marginal cost discrepancy 
exists although price and average cost are equal. Price remaining the same, 
reduction in average cost to, AC, leads to excess profits (shown by the 
shaded area in the figure). These excess profits are the result of mono- 
poly power and/or imperfections in the market. 

The index is operational in nature but faces the problem of inade- 
quacy of required type of data. It has application only if long run equi- 
librium conditions hold because in disequilibrium even a purely competitive 
firm may earn positive profits. The variability of reported profits over 
short run fluctuations and the diversity of accounting procedures to 


account for depreciation and loss writeoffs can also create ambiguities. 


The Rothchild Index 

This index measures the degree of monopoly by taking the ratio 
of the slope of the firm's demand curve to the slope of the industry's de- 
mand curve. Both these curves are represented by FF' ead aL". respectively 
as shown in Figure 5.2. In pure competition a firm's demand curve is hori- 
zontal with zero slope. The index will, therefore, be zero. In pure mono- 
poly only one firm exists; the firm and the industry are thus identical. 


‘ J.S. Bain, "The Profit Rates as a Measure of Monopoly Power," 
Quarterly Journal of Economics, Vol. 55 (February 1941), p. 273. 
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Figure 5.1 Fiqure 5.2 
Graphic Presentation of Graphic Presentation of 
The Bain Index The Rothchild Index 


Price Per Unit $ 


Units of Output Units of Output 


Figure 5.3 


Hypothetical Lorenz Curve Showing 
Concentration in Primary Broiler Production 
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The index value is equal to unity. It is between pure competition and 
pure monopoly that there exists various degrees of monopoly. With refer- 


ence to Figure 5.2, the Rothchild Index equals: 


RS 
slope of the firm's demand curve Srstope* Ot PEYUSMERY ORB. 
siope ‘of the industry's demand curye slope of I1' ‘RY RT 

RK 


This index also suffers from data limitations. The index is based 
on demand considerations for the product but ignores important sources of 
Monopoly power such as supply and cost conditions. According to cpeaareone 
where the demand curve of the firm has shifted during the period of time 
considered, an econometric problem arises in ieee ae the demand curve. 
He argues that the practicality of using slopes of different types of de- 
mand curves for the empirical evaluation of the degree of monopoly is 
questionable. Because of these limitations, empirical studies regarding 
monopoly power often rely on this index. 

There are other measures of monopoly power such as advertising 
intensity and the Papandreau Index, also known as cross elasticity of mar- 
ket demand between firms. None of the above discussed monopoly measures 
are applied in the present study. This is because of nonavailability of the 


required type of data and the measurement needs of the present study. 


Indexes of Market Concentration 
The dispersion of firm size and fewness of firms in a given mar- 


‘ : ; 2 
ket affect the conduct and performance of firms in the market. A perfect 


“ Augene M. Singer, Op. Cit., p. /0. 
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concentration index which can incorporate both influences has not yet been 
developed. Data limitations often pose a restraint on the use of these 
measures. A choice among the available concentration indexes is thus made, 
depending upon the measurement needs and data ayaa apts wee 

Two types of concentration indexes are frequently employed to 
measure market concentration in a given market. These measures are classi- 
fied as partial and summary indexes. Partial indexes analyse only a port- 
ion of the firms, whereas summary indexes involve all of the firms. 

A Four Firm Concentration Ratio, a partial index and the Lorenz 
Curve, the Gini Coefficient, and the Herfindahl Index are summary indexes 
commonly used as measures of market concentration and implied market power. 
The market share of all the firms in the four selected segments and the 
three time intervals considered in the study are available to facilitate 
the application of these techniques. 

Market size is generally measured in units such as sales, assets, 
employment and net value added. In the present case, the purchase and 
sales data about chicks, feed and broiler chickens and basic authorized 
quota with individual growers have been used to estimate percent market 
share of individual firms in different segments of the industry. The Lorenz 
Curve and the Gini Coefficient have been applied only to the primary 
production segment. The application of these measures in other segments 
where firms are few in number is not considered of any special use. The 
Herfindahl Index is considered a relatively better choice under such market 


conditions. 


For details on available concentration measures and their strengths 
and weakness refer to: Eugene M. Singer, Op. Cit., pp. 136-155 and V. Koch, 
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Four Firm Concentration Ratio 
A Four Firm Concentration Ratio is the market share attributed 
to the top four firms. It is the most frequently used partial index 
because of its easy application. The concentration ratio can be extended 
up to the top 8 firms, 12 eens and so forth. The proponents of partial 
indexes consider them superior measures of market concentration. This 
is because concentration ratios are related to the theory of oligopoly. 
According to Ade uaa fewness is an essential part of the econo- 
mic theory and study of competition and monopoly. He argures that an ordi- 
nary percentage measure is superior for studies of business concentration. 
Because concentration ratios are partial measures, they do not 
indicate the complete size distribution of the firm in a given market. The 
relative market share of individual firms which comprise the concentration 


ratio is also not known. 


The Lorenz Curve 

The Lorenz Curve as a measure of inequality of relative concentra- 
tion takes into account the total number of firms in an industry. Both 
axes of the curve are expressed in percentage terms. The percent of firms 
cumulated from the smallest sized firm are shown on the horizontal 
axis and the percent of the economic variable under study is on the verti- 
cal axis. 

The Lorenz Curve of an industry with firms of identical size will 
pass through the diagonal line OP, as shown in Figure 5.3. When the 


Lorenz Curve traces its path below the diagonal line of perfect equality, 


: M:A. Adelman, "Differential Rates and Changes in Concentration," 
Review of Economics and Statistics, Vol. 41 (February 1959), p. 68. 
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it indicates the presence of inequality. In hypothetical Figure 5.3, the 
shaded area shows the extent of market concentration and inequality in 
firm size distribution of broiler producers. 

The Lorenz Curve has limitations as a measure of market concentra- 
tion. According to Singer,* the direct relationship between the number of 
firms and the position of the Lorenz Curve has been advanced as a reason 


for invalidating its use for measuring business concentration. 


The Gini Coefficient 

The Gini Caettietsnr is a measure of dispersion based on the 
Lorenz Curve. The Gini Coefficient for the hypothetical Lorenz Curve in 
Figure 5.3 will be C> (C +N). Here C represents the area of concentration 
(shown as a shaded area) and N represent the area of eee on When 
there is perfect equality of firms, the Lorenz Curve coincides with the 
diagonal line and the value of the Gini Coefficient is zero. On the other 
hand, if there is one firm in the industry, the Gini Coefficient is equal 
to unity revealing total inequality. 

The Gini Coefficient as a measure of the Lorenz Curve suffers from 
the limitations of the latter. In certain situations it can derive para- 
doxical inferences. The Gini Coefficient for duopolist or triopolist firms 
with an equal market share is equal to zero but one could hardly conclude 
that monopoly power is absent under such market conditions. 


The shape cf the Lorenz Curve and the value of the Gini Coefficient 


Eugene M. Singer, Op. Cit., p. 143. 


In the given figure, C + N comprise the lower part of the triangle 
shown as ORP. Area of this triangle _ 100 x 100 * 5000. 
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are sensitive to errors in defining the number of firms in the industry. 
In the present study, application of the Lorenz Curve and the Gini Coef- 
ficient was made on the primary production segment in order to estimate 
pbeapes in market concentration and inequality in firm size distribution 
as a result of the market regulations. The number of all the producers 
and their mained shares were available aumiderur soe Peniseccaleh of these 
measures with a minimum amount of bias. However, actual application has 
shown that the Herfindahl Index, a summary measure like the Gini Coeffic- 


ient, has provided relatively consistant estimates. 


The Herfindahl Index 


The Herfindahl Index is the squared sum of the relative market 


share of individual firms. This is given by the formula: 


where, Sj Orepresents! the.marketishare lif abe firm and N represents the 

total number of firms. Similar to a Gini Coefficient, the value of an 
H-Index varies between 0 and 1, but without the serious flaws of the 
e6tmer+ The H-Index is sensitive to the fewness and inequality of the 
firms. This quality makes it an acceptable measure of business concentra- 
tion. The value of the H-Index declines with an increase in the number of 
firms and rises with increasing inequality in the size of the firms. There- 


fore, the technique has similarities with other important and useful mea- 


For empirical evidence on relative strengths of the H-Index in 
comparison to commonly used partial measures see: Almarin Phillip, "A 
Critique of Empirical Studies of Relations Between Market Structure and 
Profitability," Journal of Industrial Economics, Vol. 24, No. 4 (June 1976), 
pp. 241-249. 
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sures of monopoly such as the Lerner Index, the Bain Index, and the 
Rothchild Index. The H-Index thus has the capabilities of serving as 
a composite measure. 

Similar to the other static measures of market concentration dis- 
cussed above, the H-Index has limitations in its sehen t Grossack has 
proposed an integrated approach which considers both static and dynamic 
aspects of market concentration. This technique mainly involves the linear 
regression of the terminal year market shares of all the firms in the in- 
dustry with their shares in the initial ees This approach has relevance 
to the feed manufacturing segment of the broiler industry because of its 
competitive and dynamic market behavior. This type of analysis, however, 


has not been made due to lack of adequate data. 


Competitive Rating Index 
Various measures of concentration considered in this study do not 
include value judgements and conduct of the participants in a given market- 
ete ; . A 
place. To overcome the limitations of these static measures, Hawkins has 
suggested a supplementary device termed a Competitive Rating Index. The 
approach basically derives its support from the concept of workable or 


effective competition developed by Clark and later expanded by Sosnick 


1 Mea. Adelman, "Comment on the 'H' Concentration Measure as a 
Numbers Equivalent," Review of Economics and Statistics, Vol. 49, No. 1 


(Fepruarys 1968), pp. 99-101. 


, For details on the methodology used in this approach see: Irvin 
M. Grossack, "Toward An Integration of Static and Dynamic Measures of 
Industry Concentration,'' Review of Economics and Statistics, Vol. ATee No. 
3 (August 1965), pp. 301-308. 


For details on deminsions and procedures to develop this technique 
see: M.H. Hawkins, “Aggregating Competitive Behavior in the Food Industry," 
Canadian Journal of Agricultural Economics, Vol. 16, No. 2 (June 1968), 
pp. 13-19. 
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and Mariehamn The outcome of the application of this technique thus 
compensates in realism what it loses in precision. The Competitive Rat- 
ing Index is a composite index which can be developed by incorporating 
subjective factors, procurement and pricing factors, extent of vertical 
integration, market share and other such factors relevant to the industry 
under study. 

Parlby, haeaitynt: when critiquing Mallen's ror on the Canadian 
retail food industry, commended the usefulness of this method. According 
to the authors, use of this method, which has more interpretive and pre- 
dictive powers, is likely to provide more realistic results about market 
concentration than would be obtained if a concentration ratio were used. 
However, quality of the results using this technique will depend upon the 
extent of the user's training, skill and perceptions. This technique has 
not been applied in the present study mainly because of time and resource 


limitations. 


: J.M. Clark, Competition as a Dynamic Process (Washington, D.C. 
The Brookings eS 1961); Stephen H. Sosnick, “Toward a Concrete 
Concept of Effective Competition," American Journal of Agricultural _Econo- 
mics, Vol. 50, No. 4 (November 1968), pp. 827-853; J.W. Markham, "An 
Alternative Approach to the Concept of Workable comeeucwonn” American 


Economic Review, Vol. 40, No. 3 (June 1950), pp. 349-361. 


: Cue Patdiby. etal. , “Critical Review of the Mallen Report,” 
Canadian Journal of Agricultural Economics, Vol. 24, No. 3 (1976), p. 45. 


? Bruce Mallen, A Preliminary Paper on the Levels, Causes and 


Effects of Economic Concentration in the Canadian Retail Food Trade (A 
Study of Supermarket Market Power, Commissioned by ‘by the Food Price Reivew 
Board. Montreal: Concoridia University, Faculty of Commerce and Adminis—- 


tration, 1976). 
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CHAPTER VI 


RESULTS AND DISCUSSION OF STRUCTURAL 
CHANGES IN THE INDUSTRY 
Background 

The Alberta Broiler Growers’ Marketing Board has the legal autho- 
rity to control producers' marketings and the minimum prices paid to them 
by processors. It eliminates direct competition between producers. The 
nature of competition and pricing behaviour in the broiler industry is 
thus influenced by the operations and policies of the Board. Study of the 
structure and conduct of the market will reveal the extent and nature of 
changes undergone in the broiler industry. 

In 1970, Hurnanen, pete analyzed concentration and vertical 
integration in the Alberta broiler industry. According to the study, one 
vertically integrated firm possessed a high degree of market share at 
different stages of the production process. Apparently the broiler indus- 
try was in a bilateral monopoly situation held by the Board and that in- 
tegrated firm. The study indicated that the practices and policies of 
these two forces would determine the nature and direction of change in the 
industry. The main purpose of the present study is to analyse these intra~ 
industry relationships. The comparative-static analysis that is developed 
will provide a quantitative base to evaluate some of the policies of the 
Board and their relationship to industry. 

Market structure represents those characteristics of the organiza- 


tion of a market which seem to influence strategically the nature of compe- 
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tition and pricing within the ree The following are the common 
components of market structure which can be attributed to the Alberta 
broiler industry: 

1. Market concentration--number and size distribution of buyers 

and sellers. 

2. Integration--vertical and HOE 

3. Legal and other institutional constraints in the industry. 

4. Conditions of entry and exit of the firms. 

5. Product differentiation. 

6. Growth rate of market demand. 

7. Price elasticity of market demand. 

The elements of market structure referred to above are interde- 
pendent. A change in one affects the other. Market structure influences 
market conduct which, in turn, determines market performance. The flow 
of this causation can also be backwards. The variables of market struc- 


ture considered in the present study are discussed below. 


Market Concentration and Integration 
Market concentration represents the number and size distribution 
of firms in an industry. It is the best known and most often used indica- 
tor of market structure. The level of concentration provides a useful 
parallel with, and partial substitute for, the theoretical categories of 


monopoly, oligopoly, monopolistic competition,and pure competition. 
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Here the term integration represents both vertical and horizon- 
tal coordination of business decisions in the broiler industry. A verti- 
cally integrated firm can achieve horizontal expansion at different stages 
of the production process. This expansion can be achieved through internal 
growth, acquisitions, and contract arrangements. 

The horizontal integration achieved by Alberta broiler producers 
through establishment of the Board has structural and behavioral implica- 
tions in the industry. Initially the corporate firms considered the mono- 
poly powers of the Board a threat to their existence and growth. A review 
of the etwe Meares acts undertaken by the corporate firms to undermine 
the monopoly powers of the Board is given below. 

One of the objectives of the Board was to prevent the corporate 
takeover of independent broiler producers. As stated in the tenth annual 
report of the Board: “One of the objectives to establish the Board was 
to oppose the vertical integration in broiler production. It was hoped 
that the proposed board would revert the trend before independent growers 
were eliminated from the baa tia dent In actual practice, however, vertical 
integration was fostered in the initial stages of the Board's operation. 

The vertically integrated firms initiated moves for horizontal 


expansion in order to increase market shares and controls at different 


For details on these aspects see: J.T. Hill, "Vertical Integra- 
tion and the Poultry Meat Industry," Canadian Farm Economics, Vol. 1, No. 
7 (Auveust 1966), pp. 8-12; Roy R. Hurnanen, "Vertical Integration and Con- 
centration in the Alberta Broiler Industry," (Unpublished M.Sc. Thesis, 
Department of Rural Economy, University of Alberta, Edmonton, 1970), 

Ops 2) ok. 


: Alberta Broiler Growers' Marketing Board. (1976), Op. Cit., p. 12. 


e For a complete account see: R.R. Hurnanen, et'al., Op. Cit. 
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Stages of the production process. They acquired a few independent broiler 
farms and made merger deals to reduce or eliminate competition. In this 
regard the activities of Lilydale, a cooperative firm (firm A), and 
Canada Packers Ltd., a corporate firm (firm C), are of special mention. 
As a Peanie of mergers and takeovers, the processing and hatching opera- 
tions were reduced to a duopolist market Pe ie Firm eee eae 
dominant share holder with 79 percent and 81 percent of hatching and 
processing facilities, respectively. The second largest firms were firm E 
with a 10 percent share of hatching and firm C with 16 percent of the 
processing facilities. The composite market shares in different segments 


of the industry are presented in Table 6.1. 


Table. 6... 


Composite Market Shares for the Broiler Industry in Alberta, 1968 


Firm Hatcheries Production eo: Processing 
ore = (Percent) i Aaa at 
A-B W 37 - 81 
D = - 40 - 
C - 7 ips 16 
E 10 = 8 5 
3 Independent 
Hatcheries a1 = - - 
94 Independent 
Producers - 56 - - 
4 Independent 
Feed Co's. = = 37 - 
TOTAL 100 100 100 100 


—— oe 


Source: Roy R. Hurnanen, 'Vertical Integration and Concentration in the 
Alberta Broiler Industry" (Unpublished M.Sc. Thesis, Department 
of Rural Economy, University of Alberta, Edmonton, 1970), p.4l. 
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In primary production the market share of firm A was 13.3 per- 
cent in 1967. After acquisition of three independent farms and a merger 
activity with firm B in 1968, firm A's share increased to 44.2 percent. 
The Board was primarily concerned about the takeover of the independent 
farms by the integrated firm. Quotas with the integrated firms were there- 
fore frozen. In’ order to Sea and improve the market share of inde- 
pendent producers, a new quota policy was formulated (Appendix C-1). 
Through persuasion acommitment was also received from firm A to dispose of 
179,000 square feet of independent growers’ quota acquired after the 
formation of the Board. As indicated in the sixth Se tee of the 
Board these two developments were considered positive steps towards 


eee F ; . : : ; 2 uf 
achieving reduction of vertical integration in broiler production. 


source of Data 

fhe data for the present analysis were obtained from the mailed 
questionnaire, the Board's records, and through interviews with the 
growers, Board officials and government representatives of the poultry 
division. The mailed questionnaire is given in Appendix A. At the time 
the questionnaire was mailed, there were 124 active broiler producing 


units. ‘Ten ot these: £ 


i 


arms, which represented 31 percent of the total 
authorized quota in broiler production were possessed by two vertically 
integrated firms. The remaining 69 percent of the quota was shared by 
114 independent growers. In total, 62 independent growers responded to 
the questionnaire. These respondents shared 74 percent of the broilers 
marketed by independent producers. The remaining 26 percent was assumed 
to be normally distributed. No response was received from integrated 


: Alberta Broiler Growers' Marketing Board (1972), Op. Cit., p. 10. 
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+5 
farming units. It was assumed that they buy and sell from their respec- 
tive vertical establishments. Consultations with Board officials were 


made to rationalise this gap of data availability. 


Comparative Analysis of Structural Changes 

The subsequent analysis attempts to estimate the relationship 
between market regulations and market concentration and integration, 
other things remaining the same. The application of selected measures 
of market concentration along with estimates of vertical integration 
and other supporting statistics will provide a perception of the problem 
at hand. 

A comparative analysis of concentration and vertical integration 
in the four segments of the industry at different points in time is dis- 


cussed below. 


Primary Production Segment 

The analysis of market concentration indicates the actual market 
rivals of a firm. The establishment of the Board has eliminated competi- 
tion between producers. The main purpose of this analysis is to find the 
influence of quota policy and programs of the Board on the market environ- 
ment of broiler producers. The analysis of market shares and production 
arrangements of independent and integrated growers will accomplish this 
purpose. 

Table 6.2 indicates the distribution of market shares between 
independent and integrated producers at different points in time. As 
shown. in the table, total authorized quota in 1967 was 1,926,900-square 
feet. Of this quota, 63 percent was shared by 89 independent producers 


and 37 percent by 3 integrated firms. The quota of the integrated firms 
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was located at nine different farming units. The total number of broiler 
producing farms and producers was thus 98 and 92, Abie 

Since the Board's formation, total authorized quota has been in- 
creased by 40 percent. All of it, as provided in Board policy, was 
allotted to new (35 percent) and established (65 percent) independent 
producers. In 1967, the market share of integrated firms was 37 ne Wess 
After acquisitions of independent farms, it increased to 44 percent. 
From 1967 to 1971 new quota allotments of 382,400 square feet were made 
to independent producers. This reduced the integrators' market share by 
2 percent. Market share with them was still 4 percent above what they 
had in 1967. 

In the fall of 1976, firm A partly fulfilled the commitment it 
had made to the Board in 1972.7 Firm A sold 111,000 square feet of its 
quota back to the independent producers. As a result of quota expansion 
and sale deals to independent growers, the market share of integrators 
was reduced to 31 percent. The market share of firm A, which had increas- 
ed from 13 percent to 44 percent eee one acquisitions of 1968, conse- 
quently was reduced to 25 penecnea 

As shown in Table 6.2, percentage market shares of integrated 


firms in 1967 and 1976 indicates a reduction of 6 percent. In absolute 


In the present analysis the number of growers or firms represents 
business entities, whereas number of farms is a count of the farming units. 


This commitment was to sell back to independent category of 
producers an equivalent amount of quota, (179,000 square feet), the firm 
had purchased from them after Board's formation. For details see: The 
Alberta Broiler Growers' Marketing Board (1972), Op. Cit., p. 10. 
= If broiler production through the permit growing system is con- 
sidered, firm A's share in actual production is 23 percent. In recent 
years, on average, 7 percent of the total production is through permits. 
Firm A volunarily refuses the permits. 
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terms, however, they still posses 115,400 square feet more than they did 
in 1967. By considering 74,800 square feet of independent growers' quota 
not accounted for in the ates wee and 24,000 square feet of new quota 
not availed by the growers in 1976, the ratio of market share between 
independent and integrated growers becomes eh 

Contract Integration an froduction-—Ihe market shares of Inte= 
grated firms as shown in Table 6.2 are comprised of owned and leased 
facilities. This category of vertical integration is called ownership 
integration. Another form is called contract integration (or contract pro- 
duction). This involves agreements between producer, processor, feed 
company or hatchery. Contract integration is a market phenomenon devel- 
oped to serve the mutual interests of the contracting firms, The contract 
producer is provided a guaranteed market outlet and an assured price for 
his product. In turn, he is required to buy and sell through the contract- 
ing firm. The production contracts are of many types depending upon terms 
and conditions involved. They range from simple management to full manage- 
ment contracts. 

In the Alberta broiler industry, contract integration has been of 
a limited extent and simple in nature. The records of the Board indicate 
that at the time of its formation in 1966, 30 percent of the production 
Facilities were under Peres growing pits, Cee Sarum the 


processors. The survey conducted in 1968 indicated contract production 


. Of the quota, 74,800 square feet belonged to five temporarily 
suspended broiler growers and another five roaster growers. In 1976, the 
Board allotted 100,000 square feet of new quota, 24,000 of it was not 
availed by the producers in 1976. Considering broiler production on per- 
mits which are mainly issued to the independent growers, the ultimate 
market share of integrated firms reduces to 28 percent. 
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Gael as NS. perc a In the first two years of Board operation, contract 
integration was reduced by 60 percent. In the present survey not a single 
reporting producer indicated any sort of formal contract. 

The supply management program instituted by the Board has provi- 
ded the lacking services, facilities and economic environment to the in- 
death which were instrumental in eliminating the need for contract inte- 
gration. In recent years the ownership integration trend has also been 
reversed. According to a research report, the attitude of the corporate 
firms toward ownership integration in broiler production has changed. 

The report states that some of ‘i corporate firms want to get out of 
direct production and dispose of their quota. This is because they cannot 
produce birds cheaper than individual farmers. Higher labour costs rela- 
tive to farmer~-run operations seem to offset the financial and economic 
advantages of coordination. 

The above observations seem equally applicable to the integrated 
firms in the Alberta broiler industry. Firm A had already sold 111,000 
square feet of its production facilities to independent producers. In 
Alberta, ownership integration has been reduced from 37 percent in 1967 
to 30 percent in 1976. In Ontario, ownership integration has been rela- 
tively low. In 1965, it was 17 percent and 12.5 percent in 1970. Even in 
the highly integrated U.S. broiler industry, ownership integration is 


limited. In 1970, ownership integration was 7 percent in comparison to 


: Roy ReeHurnanen , Ops, Cit. tpse 304 


Ontario Ministry of Agriculture and’ Food, Corporate Farming and 
Vertical Integration in Ontario, Research Report (Toronto: OMAF, Economic 
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90 percent contract integration. 

Measures of market concentration such as the Four Firm Concentra- 
tion Ratio and the H-Index were pppieds The values of these indices as 
well as the vertical integration discussed in the preceding section are 
presented in Tab le 6.3. These statistics indicate that the upward trend 
of market concentration and integration observed during the initial years 


of Board operation has been reversed. 


Table 6.3 


Indices of Concentration and Integration 
- in Broiler Production 


Particulars vy £1,967 1969 nko 6 


Vertical Integration 


Ownership Integration (%) 3698%(3) 4GAPAC2) BU £3062) 

Contract Integration (%) 30.0 (4) P35 8€3) 07060) 
Four Firm Concentration Ratio 41.2 (3) 40287 ©) S7 Ovi) 
Market Share of Firm A (4%) E33 3.8 24.9 
H~Index .08 213 207 


a ee ee a EN 


Note: Figures in brackets indicate number of integrated firms. 


The common criticism that marketing boards restrict entry sand 


v 


thereby increase market concentration is not fully applicable to the broiler 


“ues. Department of Agriculture, Contract Production and Vertical 
Integration in Farming, ERS 479 (Washington D.C.: USDA, Economic Research 
Service, sApril,1972) ,.p. +S. 


In the primary production segment, two more concentration measures, 
a Lorenz Curve and a Gini Cofficient, are also applied. Discussion about 
them will follow. 
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production segment of the industry. This becomes evident when comparing 
the trends of concentration in Alberta and British Columbia. m a result 
of the negotiable quota policy of the British Columbia Board, the number 
of individual broiler farms had decreased from 217 in 1963 to 134 in 
1969.7 On the other hand, in Alberta, the non-negotiable quota policy 
and the Board provision for 35 percent of new quota being allocated to 
new growers has increased their number from 100 in 1967 to 131 in 1976. 
However, in total, 42 new growers were added through Board quota alloca- 
tions during this period. 

Before closing the above discussion, a point with respect to 
operational efficiency and conditions of entry should be made. Im Alberta, 
of the total increase in demand for the product so far, about half has 
been met by issuing quota to new and established growers. The rest of the 
demand is being met by expanding the productive capacity of existing 
facilities through adoption of shorter production cycles and raising 
density of output. A part of the seasonal increase in demand is supplied 
by the permit growers. These practices, no doubt, improve the competitive 
position of the industry by making efficient use of the existing resources. 
It also provides the small growers with a more viable size of operation. 
There is a trade-off because such deveteramenis TEs consideration of 
barriers to entry, income distribution, and market concentration. 
on credit as indicated by a survey in 1968 is still prevalent. The payments 


are made after sale of the birds. Financing is mainly provided by the 


: S.M.H. Rizvi, "Marketing Boards in Canada--An Evaluation of Their 
Quota Policies With Special Reference to the British Columbia Industry" 
(Unpublished Ph.D. Thesis, Department of Rural Economy, University of 
Aiverts  “LOy7s)y. p. 192% / 
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hatchery and the feed dealer for their respective sales. According to 
the present survey, 76 and 80 percent of the reporting producers bought 
Giackes and feed on credit. The corresponding percentages in the survey 
of 1968 were 61 and 51 percent. This indicates an increased proportion 
of short term financing by growers. The added security in the industry 
and certainty of income to producers has probably encouraged lending 
institutions to advance more credit. In the present survey, 8 percent 
of the total financing of chicks and 10 percent of feed requirements 
were provided by the commercial banks. 

According to the survey data, 40 percent of producers indicated 
trade with more than one feed dealer. Parallel trade with more than one 
hatcheryman or processor were only 6 and 8 percent, respectively. Rela- 
tively Shes icend aeseoth & from one hatchery or processor to another was 
rare. This is one of the indicators of the fewness of firms and high 
business concentration in hatching and processing activities. The growers 
appear to exercise their independence in establishing trade links to buy 
chicks and feed and to sell their product. However, they usually do not 
readily break the business ties so established unless another competing 
firm offers substantially more favorable terms of trade. 

Number and aon Distributtom of Broiler Producers Thedistribu= 
tion of authorized quota over time was analysed in order to establish the 
relationship of quota policy and number and size distribution of produc- 
ing firms. The producers and the Board alike consider 6,000 square feet 
of production facility a minimum practical size of ppctiend civ The bahion 


behind this is that this size of operation provides the grower with a full 


i In the new quota policy formulated in 1976 (Appendix C-2), the 
Board proposed to raise this minimum level of quota to 12,000 sq. ft. 
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truckload for market. This is a factor of economic consideration due to 
f.o.b. plant basis of producer paying prices in Alberta. The Board has 
kept this point in mind while forming the quota policy. According to the 
priority list quota has been allotted in batches of 6,000 and 3,000 square 
feet to new and established growers, respectively. At the end of 1974, two 
rounds of new quota had been Seared to ine eens who were registered 
at the time of board formation. A third round of new quota allocation was 
Started in 1976. It will literally be completed im 1977 or 1978. A total: 
of 42 new growers have also been added to the list of independent broiler 
growers during this period. In 1967, there were 18 growers below the 
minimum size of business operation. In 1971 and 1976 there were only 4 
and 2, respectively. 

The quota policy of the Board and other economic factors. affect- 
ing the size of operation has resulted in a change in the number and size 
distribution of quota holdings. This aspect is analysed by dividing the 
total authorized quota into five size groups as given in Table 6.4. The 
first four groups belonged to independent producers and the last repre- 
sented the integrated producers. The letter designations of 8S, M, L, XL 
and XXL are used to represent these size groups. The data in Table 6.4 are 
used in Figure 6.1 to exhibit distribution of pati roeieras among indepen- 
dent and integrated firms. 

Table 6.4 indicates a relative shift in market share from 5 to 
M producers in the last ten years. In 1967, 19 and 22 percent of total 
authorized en was with S and M producers. In 1976, they possessed 16 
and 27 percent, respectively. Since 1967, percent market share with L 
producers has also increased. In 1967, only one producer belonged to this 


size group. In 1971 and 1976, their numbers were 9 and 11, respectively. 
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The holdings in M and L size groups provide an efficient and 
economical size of operation. The quota policy of the Board thus seems 
to have been instrumental in achieving producer concentration towards 
these size. groups. The M and L producers held 23 precent of quota in 1967 
and 38 percent in 1976. The number of producers in possession of this 
cates was 28 in 1967 and 54 in 1976. The new quota policy proposed by the 
Board would further encourage concentration of producers in this size 
range. The reduction in market share of XL producers in 1971 was due to 
the take over of four farms from this category by firm A in 1968. 

The producers in XL and XXL size groups (Table 6.4) are few in 
number and possess a high proportion of the market share. In 1967, they 
were 12 producers in these groups and possessed 60 percent of the total 
authorized quota. In 1976, their market share ‘hie 58 percent. 

Most growers in the S and M size groups are critical of this wide 
inequality in size distribution. They have labelled the XL producers 
"Quota Barons". The production interests of XXL integrated firms are not 
appreciated as well. The independent producers consider primary production 
the basic right and function of independent family farms. 

The current marketing board quota concept was mainly developed to 
solve marketing and income problems of growers falling in the first three 
size categories. However, XL and XXL size holders also derive peaeeet. 
from the high product prices in the regulated marketing system. 

In this segment of the industry, another summary measure of mar- 
ket concentration and inequality of firm size is applied. This measure is 
known as a Lorenz Curve. For this purpose S, M and L size groups are fur- 
ther subdivided into 6,000 square foot size intervals. The XL size group, 


which ranges from 36,001 to 84,000 square feet of quota is classified into 
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4 subclasses at 12,000 square foot intervals. This has been done to get 
more plots on the graph and to minimize the aggregation bias. In this way 
total authorized quota in 1967, 1971 and 1976 was subdivided into 13, 12 
and 12 size groups, respectively. Cumulative percentages of the number of 
producers and the amount of authorized quota for these size groups were 
calculated. The data so generated are Secs in ree pone D. The data 
are plotted in Figure 6.2 which provides three Lorenz Curves, one for each 
of the years considered. As shown in the figure these Lorenz Curves cross 
one another at certain points depending upon the firm size distribution 
pattern. Thus a look at the Lorenz Curve does not tell us with certainty 
whether concentration has decreased or increased from one period to the 
other. The Gini Coefficient which meausres the deviation between the 
Lorenz Curve actually observed and the curve of perfect equality was thus 
bani. The perfect equality curve is the diagonal line shown in the 
figure and is possible only if all the firms are of equal size. As men- 
tioned elsewhere, the Gini Coefficient is a less precise summary measure 
than the H-Index. In the present case, it is simply being used to make 
quantitative assessment of the relative position of the different Lorenz 
Curves. The calculated values of the Gini Coefficient are .11, .11, and .10 
respectively. It sian or market concentration was the same in 1967 and 
and 1971 then was relatively reduced in 1976. The comparative values of 
the H-Index were .08, .14 and .07. The latter device is superior because 
it has depicted the increase in concentration and inequality which ocur- 
red because of acquisition and merger activities in 1968-69. Both the 


techniques, however, indicated that as a result of the Board's policy 


. For details on the method of calculating the Gini Coefficient 
see Appendix F. 
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Figure 6.2 


Lorenz Curves Depicting Market Concentration 
In Broiler Production in Selected Years 
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of allocating quota from the smallest to the largest quota holder, the 
gap in firm size inequality was narrowed. The Lorenz Curve representing 
1976 data exhibits this change in the firm size distribution pattern. 

Distribution of Quota Among Independent Growers--The foregoing 
classification of quota holdings into different size groups is predeter- 
mined and arbitrary. The size intervals to develop S, M, L and XL cate- 
gories were held constant over time. 

It has been suggested that the minimum operational unit of 6,000 
birds per cycle should be shifted upward to 12,000 birds per one The 
basis of classification developed below (see Table 6.5) keeps changing 
with changes in the distribution pattern of holdings over time. To deve- 
lop four size groups as before, the individual quota holdings of indepen- 
dent growers were arranged in ascending order and cumulative totals of 
their authorized quota was divided into four equal parts. In this way each 


size group possessed 25. percent of the market share. 


Table 6.5 


Size Interval in Square Feet Using Constant 
Size and Constant Share Methods of Classification 


Size Interval 


Size Constant Size Constant Share Classification 2 
Group Classification* L967, F071 1976 

ie | (square feet) | i 
? oh hae a up to 9,000 up to 10,000 up to 12,500 

M 12 ,001..—. 24,000... 9,001. — 15,,600. .10.001 = 17,000 . 12,501, — 18,500 
L Py Ud ed SOON: 9 ES OU EO CR TOO 9 27 2000) a 0d 3 FOO 
XL over 36,000 over 25,000 over. 24,000. _; over 31,500 


* This remains the same for the three points in time considered in this study. 


This point was discussed by the broiler producers at their annual 
meeting in November 1976. A new quota policy has been proposed to the 
Council for approval (Appendix C-2). 
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The size groups developed by using both methods of classifica- 
tion are given in Table 6.5. In the constant share classification, an 
upward shift in the limits of different size groups is a reflection of 
new quota allocations to independent growers over the years. Since Board 
formation, total authorized quota of independent and integrated firms 
has been increased by 40 percent. 

The average holding size, number and percent of producers in each 
size group using both methods of classification are given in Appendix E. 
This analysis makes it possible to study the concentration pattern of 
holdings from two different perspectives. 

In both the classifications the average holding size of S producers 
has increased over years. According to constant share classification, 
average holding size in all four groups had increased by 1976 in compari- 
son to 1967. This is because two rounds of quota were completed during 
this period. Two of the holdings of XL group were also sold back to inde- 
pendent producers by the integrated firm. 

The class interval of 6,000 square feet was used to show more 
details about the size distribution pattern of independent growers. The 
analysis is given in Table 6.6. 

Hatchery Segment 

In its first year of operation the Alberta Broiler Growers' Mar- 
keting Board issued business licenses to 18 hatcheries. The hatcheries 
were, however, licensed without any consideration of the nian of equip- 
ment, Service reliability or capacity to meet the commercial needs of the 
industry. All this was done to minimize criticism from growers and the 
allied industry while shifting from an open market to a regulated market 


system. 
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Distribution of Authorized Quota Among 


Size Group 


Square Feet 


up to 6,000 


6,001 - 12,000 


12,001 pa 

18,001 - 24,000 

24;001 = 30,000 

30,001 - 36,000 

over 36,000 
TOTAL 


Note: Figures in brackets are percentages. 


Class 


a 


XL 


Table 6.6 


Producers in Different Years. 


Authorized Quota Square Feet 


1967 
oo, 000 
(8.1) 


265,100 
(218) 


281,900 
(23.7) 


136 ,800 
(io) 
BS 5 bee 

(0.0) 
32, 700 
oe 

401,100 
(33.0) 


Loi G0 
(100.0) 


LO FL 


152,600 


Clk. 1 


357,100 
(26.1) 
240,500 
(17.6) 
177,500 
ies 09) 
139,900 
(9.6) 


129 ,800 
(9.5) 


179,700 
(13.1) 


1,369,100 
(100.0) 


1976 


142,900 
(7.9) 


273,960 
(1551) 


419,110 
Cam) 


283,500 
(15 269 


Lg 200 
(9:9) 


132,400 
CLaS® 


383, 300 
ae 


1,814,470 
(100.0) 


Independent 
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Number of Producers 


1967 
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C22 32)) 
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Actual experience over that year, however, showed that there 
were only eight commercial hatcheries. The remaining served the needs of 
the unregulated small farm flocks. Thereafter these hatcheries were not 
registered. 

Table 6.7 indicates the concentration in hatcheries in 1967, 1969 
and 1976. In 1967, firm A had the highest market share with its two 
hatcheries in Lethbridge and Edmonton. In 1969, this firm bought out the 
second and third largest hatcheries in Calgary. As a result, 79 percent 
of the hatching business was under direct control of firm A. The high mar- 
ket share and the pure monopoly in the Calgary market area Was considered 
a matter for consideration by the Board and producers alike. 

Since then the market share of firm A has stayed the same. How- 
ever, a few changes io the firms which shared the Sree 20 percent of 
the market are noticeable. In 1970, firm C, previously integrated in pro- 
duction, processing and feed manufacturing, also started a hatching oper- 
-ation in broiler chicks through purchase of a private ee in Edmonton. 
The same firm also purchased a turkey poult hatchery in Wetaskiwin. Later, 
the firm modernized and enlarged this hatchery in order to achieve an 
efficient size of operation for hatching both poults and chicks. The hat- 
chery operation in Edmonton was subsequently transferred to Wetaskiwin. 

As a result of entry and subsequent improvements in the hatching 
operation by firm C, two independent hatcheries in the Edmonton market area 
lost their commercial status in the hatching business. 

These hatcheries represented as firm P and firm W in Table 6.7, 


used to supply 10 percent of the provincial market demand in broiler chicks. 


1 the existence of firm W has not been indicated in the previous 
study. Board records show commercial hatching in this hatchery for a num- 
ber of years. Presently it serves noncommercial needs for chicks and poults. 
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Table 6.7 


Concentration and Integration in Hatcheries 


Percent Market Share 


Particulars 1567 1969 1976 


Integrated Hatcheries 


Firm A 36 

79 78.4 
Firm B* oe 
Firm E 10 10 Lud 
Firm C - - BaD 

Independent Hatcheries 

Firm S* 20 _ = 
Firm P | | 6 6 r 
Firm Q 5 5 O26 
Firm R tf 1 0.8 


* Hatcheries B and S were acquired by Firm A in 1968. 


Source: Columns 1 and 2: R.R. Hurnanen, "Vertical Integration and Concentra- 
tion in the Alberta Broiler Industry (Unpublished M.Sc. Thesis, 
Department of Rural Economy, University of Alberta, Edmonton, 1970), 
pp. 33-34. 


The share of another independent hatchery Q in Calgary had declined from 
5 percent in 1968 to less than 1 percent in 1976. In actual practice the 
firm is not operating its own hatchery. It simply buys the chicks from 
firm A's hatchery in Calgary and sells to its customers on a-commission 
basis. 

All this concludes that vertical integration in hatching facilities 
has been fostered. The independent hatcheries have either been completely 


eliminated or reduced to noncommercial status. In 1976, independent hatch- 
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eries possessed a 1.4 percent share in comparison to 12 percent in 1969 
and 33 percent in 1967. 

Corporate firm C, with its modern and high capacity hatchery, 
has provided direct and conscious competitive rivalry to dominating firm 
A. This development no doubt has increased vertical integration but terms 
Of trade to independent producers in the Edmonton area have presumably 
become favourable. 

Consequently; in Edmonton and Lethbridge a duopolist market situa- 
tion between vertically integrated firms prevails. In the Calgary market 
area, where 40 percent of the toal demand for chicks in the province 
originates, firm A has been the sole monopolist since take over of two 
hatcheries in 1968. Later on, firm A modernized and expanded the hatching 
Geesa ctawieat these acquired firms. Now one of the hatcheries specializes 
in broiler chicks and the other in turkey poults. The merger activity and 
improvements and alterations in the operational set up has provided the 
Calgary market growers with equally efficient and competitive service. 
Being a cooperative, firm A involves producer interests. However, producers 
prefer to have at least oe alternative for comparative purposes, like 
their counterparts in the other two market areas (Edmonton and Lethbridge). 

The Four Firm Concentration Ratio, the H-Index and the market share 
of the integrated firms are given in Table 6.8. The statistics indicate 
that since 1969 market concentration has been static. Vertical integra- 
tion, however, has been further increased. 

Processing Segment 

The processing phase has been instrumental in shaping the economic 

environment of the Alberta broiler industry before and after the formation 


of the Board. Both vertical and horizontal integration were primarily 
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Table 6.8 
| 


Indices of Concentration and Integration in Hatcheries 


Particulars 1967 1969 1976 
Four Firm Concentration Ratio 89.0 99.0 99.4 
H-Index 20 64 rae 


Percent Share With 
Integrated Firms 68.0 89.0 98.6 


Bre eee int achieved by the eee eee eee Oe fhe cause and 
effect relationship this segment reveals the highest concentration, verti- 
cal integration and market power in the industry. Table 6.9 presents the 
extent of concentration and integration in different years. 

As shown in the table, before the merger of firm A and B, three . 
Major integrated firms were in possession of 94 percent of the processing 
oes After the merger in 1968, competition in the province was virtu- 
ally reduced to a duopoly situation. Since then no change has occurred in 
the processing market structure. In the Calgary and Lethbridge market areas, 
firm A holds pure monopoly.” In 1976, the Calgary and Lethbridge plants 
processed 45 percent of the total broiler production in the province. 


Therefore competitive market conditions exist in only 55 percent of the 


However, there is one exception in that feed manufacturing firm 
D achieved vertical integration through taking over 50 percent interest in 


‘ After the merger with firm A, processing firm B has retained its 
identity under the trade name of Pinecrest. Fifty percent of firm B's pro- 
cessing interests are owned by firm D. Through its ownership of the remain- 
ing 50 percent, firm A presumably influences processing, sales and pricing 
decisions of the firm. Retention of the trade name is mainly to make use 
of the earned goodwill and distributive links. 
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Table 6.9 


Concentration and Integration in Processing 


Percent Market Share 


Particulars POG TOO 1971 M976 


Integrated Firms 


Firm A 34.0 

Firm B 43.0 er ace 

Firm C 27.0 19.4 a5. 4 

Firm E SIA ¢) are | - 
Independent Firms M & V%** 5.0 Biss Zed 


* In 1967, processing facilities were owned by an integrated firm 
Crirm I). 


*k The independent firm, V, started a smaliscale processing operation 
in 1972. In 1976, this firm-had only 0.4 percent of the market 
share. 


Source: Colum 1: R.R. Hurnanen, M.H. Hawkins and T.W. Manning, Vertical 


Research Bulletin 8 (Edmonton: Department of Rural Economy, 
University of Alberta, August 1970), p. 13. 

Column 2: J. Copeland and M.H. Hawkins, Orderly Marketing in the 
Alberta Broiler Chicken Industry, Applied Research Bulletin 18, 
(Edmonton: Department of Rural Economy, University of Alberta, 
Farr. 2970) © ps. 7s 
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Indices of Market Concentration and Integration in Processing 


Particulars 1967 ~ 1968 1971 1976 


Four Firm Concentration Ratio 97 100 100 99.4 
H-Index arte He 62 ood 66 
Percent Market Share with 97 97 97.7 97.3 


Integrated Firms 
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processing business. The measures of market concentration and integra- 
tion exhibit the results as shown in Table 6.10. 
Broiler Feed Manufacturing Segment 

Concentration and vertical integration in the broiler feed manu- 
facturing segment is presented in Table 6.11. Because of the oligopolistic 
interdependence of feed manufacturing firms, competitive rivalry exists 
between them. This is the most competitive segment of the broiler produ- 
cers’ factor product markets. It seems that complete elimination of con- 
tract integration and reduction of ownership integration has contributed 
to furthering the competition in the broiler feed industry. An inverse 
relationship of vertical integration He production and competition among 
the feed suppliers is observable from changes in their market shares over 
time. The Four Firm Concentration Ratio in 1967 was 90 percent and in 1976 
it was 77 percent. 

The total market share of integrated firms in the broiler feed 
business has declined over the years. At the time of an unregulated broiler 
market, the contract growers were under an obligation to buy feed from 
the parent firm. This practice used to put the independent feed suppliers 
at a disadvantage. In recent years the situation has changed. Two of the 
independent firms have gained 35 percent of the market in ten years of 
Board operation. 

On the other hand, integrated firm D, a leader in 1967-68, has 
lost 50 percent of its market share. Another firm, F, one time an import-— 
ant factor in the broiler industry, has been out of poultry feed manufac- 


turing since 1975.7 In 1967, this firm held 25 percent of the feed busi- 


tearm F sold its growing and processing facilities to firm C 
in October, 1968. 
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Concentration and Integration in Broiler Feed Manufacturing 


Particulars 


Integrated Firms 


Firm C 


Firm D 


Firm E 


Firm F 


Firm V* 


Firm N 


Independent Firms 


TOTAL 


Source: 


Firm U 


Firm 0* 


Firm G 


Firm H 


Others 


Loy 


17 


100 


Table 6.11 


Percent Market 


1968 


15 


10 


100 


Share 


76 


1976 


6y5 


100.0 


These firms were in the broiler feed business in 1967 and 1968. They 


held minor shares of the market andwere thus accounted for under 


_the heading 


Colwmons, 1. .and 2: RoR. Haornanen, Mu. 


“others ' 


as shown in the table. 


Hawkins and T.W. 


Manning, 


Vertical Integration and Concenbrat ton in the Alberta Broiler 
Industry, Research Bulletin 8 (Edmonton: Department t of Rural 


Economy, University of Alberta, August 1970), p. 12. 


Zi 


ness; a year later this was reduced to 20 percent. 

In recent years a new integrated firm has entered the broiler feed 
business. In 1976, the market share of the firm was 4.7 percent. The mar- 
ket share of the firm is likely to increase after overcoming the initial 
operational and distributional cost disadvantages. The following table 
implicitly indicates that as a result of the erowing competitive position 


of independent producers, competition between feed dealers has also in- 


creased. 
Table 6.12 
Indices of Market Concentration and satel ae IR 
in Feed Manufacturing 
eee sate | 1967 1968 yee 1976 
aoe Firm a lomeiaarn te Ratio 207 a 85 ete ned 
H-Index yay o28 oie 


Percent Market Share with 
Integrated Firms 90 83 ' pe) 
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CHAPTER VII 


SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

With respect to market concentration and vertical integration 
in the Alberta broiler industry, Hurnanen, eb ala derived the follow- 
ing conclusions in their 1970 study: 

1. A very high concentration at.the processing and hatching stages. 

2. A high degree of market power exhibited by one firm through its 
integrated structure. 

3. A producer marketing board that is slowly losing its bargaining 
power through processor acquisitions of growing facilities. 

In light of the above conclusions and considering similar factors 
which have prevailed in the industry, a review of the present situation, 
aS a comparative static analysis, can be made. 

The present analysis indicated the following results. Market con- 
centration in processing and hatching facilities has not changed materially. 
A high degree of vertical integration in hatching has, however, been fur- 
ther increased by entry of firm C, the second largest firm in the broiler 
industry. 

The rapid expansion in size of operation which the integrated firms 
achieved through mergers.and acquisitions in 1968 has not been repeated in 
any segment of the industry. The market Net so achieved has, however, 
been maintained and improved through internal growth, especially in pro- 
cessing and hatching facilities. 

Integrated firm A, a cooperative, is still the ree leader. 


In processing as well as hatching operations, it represents 80 percent of 
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the market share. In production, its market share has, however, declined 
from 37 percent in 1969 to 25 percent in 19760" Half of this 12 percent 
reduction in the market share of firm A is the direct result of quota 
policies of the Board and the remaining half is due to a change in the 
firm's attitude towards broiler production.“ As observed in the base 


' direct control on production was 44 percent in 1969. 


study, processors 
This was reduced to 30 percent by 1976. The present market situation thus 
indicates that the Board has adequately regained its lost bargaining 

power in production. The Board has also succeeded in po onine the inequa- 
lity gap in size distribution, between independent producers. This has been 
achieved through planned entry of new growers and priority basis of quota 
allocations from the smallest to the largest size holders. 

In feed procurement, reduction in vertical integration and stabi- 
lity in market conditions have improved the bargaining position of the 
growers. This is due to the improved competitive position of the indepen- 
dent firms in comparison to the integrated firms. 

A comparative picture of the market concentration and vertical 


integration of the four segments at different points in time is presented 


in Table 7.1. The values of the index measures indicate that Board opera- 


- As explained elsewhere, in the case of primary production market 
share stands for the share in the basic authorized quota. In actual produc- 
tion, firm A's share was 23 percent instead of 25 percent. This is because 
in recent years, on average, / percent of the total broiler production in 
the province come from permit growers. The permits for raising broilers are 
mainly issued to the independent growers. Firm A voluntarily does not avail 
of the permits. 


¢ Firm A made a commitment to sell 180,000 square feet of the basic 
quota it bought from independent producers after the formation of the Board. 
Sixty-two percent of the quota so acquired was sold to independent growers 
in the late fall of 1976. 
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Extent of Vertical Integration and Concentration 


in Different Segments of the Industry 


Part.culars 1967 


Vertical Integration: 


Production: Ownership Integration 36.8 


Contract Integration 30.0 

TOTAL 68.8 

fies chiteuiad on 68.0 
Processing ore 0 
Feed Manufacturing 90.0 


Four Firm Concentration Ratio: 


Production 41.2 
Hatcheries 89 .0 
Processing 9.0 
Feed Manufacturing 90..0 
H-Index 
Production 08 
Hatcheries 20 
Processing <3 
Feed Manufacturing sae ay’ 2h | 


Note: Figures in brackets are number of integrated 


* n.i. represents, no information. 


(3) 
(4) 


(3) 
(4) 
(5) 


1969 


44,2 


197 


(2) era (2) 
(3) n.i.* 


40. 


(2) n. 


B 7.73) 
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tions reduced concentration and integration in production and feed manu- 
facturing. In processing and hatching operations concentration and inte- 
gration remained high. Market concentration and integration in these seg- 
ments have been relatively high in Alberta but are not peculiar to the 
Canadian poultry industry. In 1961 there were 205 processing establishments 
in Canada, their number was reduced to 95 by 1974. The same is ae in the 
case of Peecheriaas 

The following are the main reasons for the high market concentra- 
cane In the Province of Alberta, the cooperative character of the domina- 
ting firm (A), economies of scale and limited market area arethe major 
factors attributable to the high market concentration in these segments. 
As oligopoly theory predicts, vertical structure of the firms, in presence 
of the above factors, seems to pose a formidable barrier to entry of new 
firms. 

The policies and needs of the Board in a regulated market system 
have also encouraged concentration in these segments. The Alberta Board 
believes that the established distributive Links and the patented product 
of the big firms are conducive factors for market expansion. The export 
potential of the industry has been in the range of 12 to 14 percent 
eae as years of Board operation. In the case of administered. 
prices .a correct assessment of the market demand at short intervals of orime 
is normally required for making adjustments in supply. The Board consider 


the few big firms to be in a better position to assess their market re- 


For details see: J.T. Hill, "Structure and Concentration in the 
Canadian Poultry Meat Industry," Canadian Farm Economics, Vol. 1, No. 2 
(June 1966), pp. 5-12; Statistics Canada, Op. Cit., p.4. 
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quirements and to keep inventory stocks within manageable limits. 

For aepotee of policing placements and eee by individual 
producers, the fewness of firms is also considered an easier, efficient 
and accurate alternative for generating weekly market planning data. The 
above need for market information along with other business tactics of 
the firms to Bee competition seem to have contributed towards high 
market concentration. 

The growers are interested in obtaining the maximum product prices 
that can be supported by the market and the cost conditions. The concen- 
trated eer aneee uieees which has interests in ean ined as well, is 
considered conducive to counteracting the relatively high market power 


of retailers. 


Market Concentration and Firms! Behaviour 

The jicencing and other regulatory powers of the Board are likely 
to get competitive and efficient service even from a highly concentrated 
market structure. A purely structural static model which ignores the con- 
duct of oligopolistic firms is incapable of predicting true market behav- 
jour. Economic theory and empirical Sere. eres show that a high 
market share with few firms, as in the present industry, can lead _ 
tacit collusion and entry barriers. The stability of firm A's market share 
is indicative of this behaviour. This, as economic theory predicts, indi-~ 
cates lack of competitive rivalry and existence of above normal profits. 


According to Shepherd,* the security and relatively high profits 


Willard G. Shepherd, Market Power and Economic Welfare: An In- 
troduction (New York: Random House Inc., 1970), p. 51. 
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gained by monopoly position may permit and encourage the firm to slacken 
or develop other forms of inefficiency in the usual business sense. Co- 
operative firms, with their reruns from the Aaeeconpanes Act, are 

prone to this kind of slackness. In this regard, the previous study stated 
that “at present levels of concentration in hatching and processing faci- 
lities, little improvement in operational efficiency can be expected from 
high concentration. Additional control over the local industry by firm A 
would invite deterioration of exchange efficiency." 

The following reasons can be cited regarding the Alberta broiler 
growers‘ non-support of the proposed National Chicken Marketing Agency. 
The Alberta Board, so far as operational efficiency EAE h Teles approach 
to meet local demand are concerned, can be highly rated in Canada. Some 
of He aoe and economic factors are, however, in favour of the indus- 
try. The Province of Alberta held 5.4 percent of the Canadian market in 
1968 and 6.2 eee ctrl 1974. A faster growth rate in market demand is 
mainly caused A EAE ee market forces such as een in population and 
per capita disposable income. Keeping in view the cost structure, chicken 
prices in the Alberta market are competitive with the rest of Canada. The 
cost reductions resulting from full capacity operations are, however, not 
passed on because of monopoly powers in price setting. The following three 
main factors contribute towards economic rent to broiler growers from their 
business operations. 

1. Operational efficiency through full capacity use of the existing 


facilities. 
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2. Monopoly powers in price setting and supply adjustments. 


3. Natural and economic factors of comparative advantage, - 


: The freight rate on inbound goods is relatively higher than that 
on outbound. In Alberta population and per capita disposable income are grow- 
ing faster than in the rest of Canada. There are comparative locational 
advantages to Alberta wholesalers to supply the product in adjoining parts 
of B.C., the Yukon and Northwest Territories. These factors are major con- 
siderations for broiler producers who feel they may lose or will not be able 
to fully benefit from them after joining the national marketing plan. 
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Recommendations 

With respect to the structural variables considered in the study, 
market developments in the production and feed manufacturing segments 
have been constructive. In the case of the processing and hatching segments, 
however, the duopoly and triopoly market situation with asymmetry and 
stability in the market shares of the firms involve implications of long 
term market growth and resource allocation. Recommendations for consider- 
ation by the Board are therefore made concerning these segments. 

In both segments, high market concentration has been maintained 
. by internal expansion. The maintenance and expansion of market shares 
using internal growth strategy is considered a desirable form of market 
development. This is because it maintains and improves competition and 
efficiency. In the highly concentrated segments the implications are, 
however, conjectural. Since the inception of the Board, the volume of 
broiler business has almost doubled. This increase has oe primarily 
absorbed. by the highly concentrated firms. In particular, firm A has main- 
tained its 80 percent market share in processing and hatching operations. 
This matter should be reviewed by the Board. | 

The Board presently needs to think about the future direction of 
the industry. In the Calgary and Lethbridge market areas, where growers 
literally have no alternative, patronization of a cooperative is a matter 
of compulsion rather than economic choice. The Board thus needs to outline 
a program to encourage entry of new processing and hatching firms in these 
market areas. Keeping in mind the vertical structure of firm A and its 
possession of four-fifths of the total market share, the successful in- 
troduction of a new firm will not be an easy task. The Board, however, will 


have to take the initiative sooner or later in the best interests of the 
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industry. The Board, with the support of the Alberta Agricultural 
Products Marketing Council, can make use of its ore regulatory power 
to encourage entry of new firms. 

Orderly planning in this direction would provide the Board with 
greater et in bargaining power in the coming years. Economic theory 
_and empirical evidence suggests that high business concentration and - 
implied monopoly power can prove detrimental at any time. In this regard, 
a previous study states that company officials and policies change over 
time, and these changes may be either beneficial or detrimental to the 
industry. The possession of a large degree of market power may tempt 


someone, sooner or later, to use that power for a particular advantage. 
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APPENDIX A 
QUESTIONNAIRE TO BROILER GROWERS IN ALBERTA 


(Note: Information will be treated 
confidentially for research purposes only). 


Name Postal Address 

Market area you are in: Edmonton - Calgary | Lethbridge 

How long have you been a broiler grower? _ (Number of years) 

Do you grow broilers on a seasonal ___ or year round ____ operation? 

What percentage of your total net income is derived from broiler production?  —% 
Total square feet of authorized quota in your possession DO Jip: Vee Los 


A. You entered the regulated broiler marketing system by: 


(1) Quota allotment) by* your Board: Year WO°"* Authorized quota «sq. Ft. 
(ii) Purchase of facilities: | Year 19... Authorized quota SG atte 
(iii) Leasing of facilities: .:- Year 19 Authorized quota Pens. Mie. 
(iv) Some combination of above three: TOTAL QUOTA SQ. 2k. 


B. Some Information about other segments of the broiler industry you deal with: 


Industry Segment* Yel of fitst/ quota LoS 1976 
Source A Source yA Source ys 


Name of your usual hatchery(s) I 


Ee 
Financing of chicks by: 7 
Hatchery Baas : 
Bank ihe 
Self (cash) . *) aa 
Name of usual processor (s) al 
i He Line A STA a al 
Your usual feed dealer(s) 
(Trade name and address) it i Ee 
| DEN 


Financing of feed by: 
Feed dealer 


Bank 
Self (Cash) 


a 


* If you have indicated more than one source of chicks, feed and financing, 
please indicate the percentage obtained from each source. 
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C. More information about your experiences in the broiler industry: 


Have you ever been a contract grower? Yes No 
If yes, which years? 19 tOn1y 
With whom? 


a oR SR 


Have you ever refused quota offered to you? Yes No 


If yes, give reasons for not using the opportunity. 


A A RN A RR a 


D. Financing of broiler barns and equipment: 


(4) dnitial” facilities MSqeTt.“wearvor Construction” 19°" ~~ 
Finaveine provided@py nt tecd! dealere®, UW honk eee! .Grlr ete 
By POCiere st 
intercetr rate: Ws -t Repayment schedule, ees 


(ii) Additions or renovations (if any) Year 19 ~ 
Financing provided by: 


Feed dealer . _—i Bank | get Sa A Other 


Interest rate Repayment schedule, etc. 


E. Also indicate your opinion about the following aspects: 


(1) Prefer replacement cycle: 9 weeks 10 Weeks Combination 
(2) Performance-or yourr Board? Poor \*Fair® ©**Good Becetient 
(3) Proposed national agency: In favor __ Not in Favor Undecided 


Will accept whatever Board. decides __ 


NOTE: PLEASE RETURN THE QUESTIONNAIRE AS SOON AS POSSIBLE 


THANKS FOR YOUR ASSISTANCE 


G.S. KHERA, Research Assistant 
Department of Rural Economy 
University of Alberta 
Edmonton, Alberta 
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APPENDIX B 


BOARD REGULATIONS FOR EFFECTIVE SUPPLY 
MANAGEMENT IN THE BROILER INDUSTRY 


Appendix B-1 
in basic Quota Control 
a) Basic Quota Mane ec: a 
8 (2) Where the Board considers that the general marketing conditions 
warrant that a further marketing quota should be established, the Board 
shall consider all applications received and ee eee ee the following: 
The existing or proposed production facilities of the applicant. 
(3) Where further marketing quota is established, it shall be 
allocated in the following manner: 
65% shall be offered as increases to applicants who hold 
existing quotas. 
35% shall be offered to new applicants providing always 
that no new single applicant shall receive an initial 
quota in excess of 6,000 broilers per production cycle 
when the quota is established at 100% 
b) Quota Lint pata 
11 (1) No registered producer may transfer all or any part of a mar- 
keting quota. | | | 
(2) No remuneration shall be paid or received by any person in 


consideration of the alloting or the fixing of a marketing quota, and no 


Extracts from Province of Alberta, "Alberta Regulations, 354/72," 
The Alberta Gazette, Vol. 68, No. 23 (December 15, 1972), pp. 1125-1136. 


4 See: Appendices C~1 and C-2 for more details on quota policies 
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marketing quota may either directly or indirectly be bought, sold or 
leased. 

(3) Notwithstanding anything contained in this regulations, where 
a registered producer intends to sell, lease or otherwise assign any pro- 
duction facilities in respect of which a marketing quota has been allotted 
herein, and the purchaser, lessee or assignee wishes to engage in the mar- 
keting of the regulated product, the Board may cancel the marketing quota 
of the registered producer so selling, leasing or otherwise assigning and 
may at their discretion allot to the person so acquiring the premises a 
marketing quota in respect of those premises. 

(4) If a quota is allotted it may be the same as, or greater, or 
smaller, than the quota previously issued in respect of those premises. 

(5) An application under subsection (3) of this section shall be 
made prior to the completion of the sale, lease or assignment of the pre- 
mises, but if approved, the new quota shall not take effect and the old 
quota shall not be cancelled until the completion of the transaction and 
the filing of such proof of the completion of the transaction as the 
Board may require. 

(6) Were a marketing quota ae been issued in the name of a 
limited company, the Board may revoke the quota if there is a change in 


the beneficial ownership of all or any part of the shares in that company. 


Appendix B-2 
2. Marketing Quota Control 
10 (1) Notwithstanding the provisions of section 9, the Board may 
vary the marketing quota from time to time as warranted by a change in the 


marketing conditions, and thereby lower or increase the limit on the number 


- % 

i oT 

ne Ve =) i 
i 


ie 
, v 
ae 


eee tid) 


st iW 
. ’ ar Me i) be . 
me i 


ye i Diy 


4 Re 
Vee sat 


ada we ‘sigh “sali ‘ 


bois SLE tie val ‘a300p pid 


OL alt OE cae os ne 
et ne i gic 4 kW 


| 
- Peele akc ia aa 


psi asi patthes wold foi oi bat eat aa 


ny, 
nee ty fa Why ie A wy FiLas ASSP oa 


forin nana bagn aie 10  pehaoat cantbtes all Be: 
4 hea haang ie ola 0% oarag ‘aor oF ‘Salta 


sais q ‘seo 


(i a 
13 =A ws “Ss on ; Dar beet — : 
> : { me i 


4 TOabe ag 20 8a ‘aan “wits vy on rs heies al 


Hav = eo is 


ae rae : TS ti NM Es 


eile ine a ar rude a ‘paote Md tac ene asamp 4 


i 
: Ls be Spaces Sata aa 


. ne Seen SR Swceys 4 od ure 
od. {Lenk wot duon obey Bs teh ne ere iva sey leita’ a or pce 


is Bae Oe: Ane or - hi dete ee 
ik a a ‘nat | We ‘tae lathe eyed ‘ts. ‘ata agen 


“Wa 


- F oa fiers whe wt 
Sep eas si a igs 


‘bok ansaid ‘gal As. da) ied aft att titan’ ts wit Tabet aes 


4 


tie Be ii yaatte as pons ited 


~~ Chat - eh ‘ ie i Abe ae i er ws F . 
a) eS ee rotinaeapse sis 26 ats = bates wt Ye ‘today ‘pe uw a 
eee ae Cie eae CS ae ey at ony ares wi pir ee yea 


. i | oh ; } iy yon 
ns Ay pee amity ck barceal ied vot aroup pata ad és er 


BOE os TREO Te My oekt P7iy, aoe um Meaactoge, nie rt ‘sa le wie 
r.) one: & ‘a gimaty S$) ssoup sts adove eal te , age 


Ulf 


eed feds ay enue ote te “tte al ot hie 9 
( y a 
q) : Ly 


sabe 


PS ge | Etre & eee 
Pf as 5 i" 

i ped eer A 

ve ae 7 er . 


~ (i My 4 ay : 
Sea Sy pene Hae: ae i ere hee Eat. ar ia Lae See as ie Pr 


Ye ig ie, 


, a . ‘ a - f 
v4 gi ee 


hd er Rive oe 
bia ia. 


95 


of birds in each approved building that may be marketed by a registered 
producer through the regular marketing channels. 

(2) Any changes in the marketing quotas made by the Board pur- 
suant to this section may be stated in terms of a percentage of the autho- 
rized number of square feet in the individual approved buildings from any 
placement made after a specified date unless otherwise Aiteri zed in writ- 
ing by the Board prior to the placement of chicks. 

(7) No registered producer may alter his authorized replacement 
cycle as established from time to time by the Board without obtaining 
prior written approval from the Board. 

(8) A registered producer shall give the Board four (4) weeks’ 
written notice before discontinuing the production of the regulated pro- 
duct pursuant to his authorized replacement cycle. 

(10) No registered producer shall market broilers except as are 
produced in the authorized growing premises in respect of which his market- 
ing quota was allotted unless ounce authorized in writing by the Board. 

(12) In addition to any other grounds set forth herein, the Board 
May cancel or vary a marketing quota where the (eat arse producer to 
whom it was allotted; 

(a) has failed to observe, perform or carry out the provisions 
of nes these Regulations, any lawful order of the Council 
or the Board. 
13 (1) No person shall be entitled to market, process, pack or store, 
cause or permit to be marketed, processed, packed or stored any of the 
regulated product for consumption or resale within the Province of Alberta 


except pursuant to a marketing quota, permit or exemption granted by the 


Board. 
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14 (1) Every processor who receives, processes and markets the 
regulated product shall comply with directions given from time to time by 
the Board. 

a) Data Requirements - weekly reports 

14 (2) Every licensed processor shall prepare a statement at the end 
of each week showing the name, address and registration number of each 
registered producer from whom he received the regulated product, the num- 
ber of broilers received, the number of pounds liveweight of the regulated 
product paid for, the price paid therefor and the amount of service charge 
deducted for the account ae Board are te Pevete Yaa product. 

(3) The statement Peeled to in subsection (3) of this section and 
the monies so collected shall be forwarded in time to reach the Board 
office not later than Wednesday of the week next succeeding. | 

16 (1) Every licensed hatcheryman shall prepare a statement at the 
end of each week showing the name, address and registration number, if 
allotted, of each person to whom he has placed, sold or delivered the 
regulated D banee, the number of broilers paid for, the Bene *OF spares 
delivered free, and the date on which each individual shipment or delivery 
was made to each person, and this statement shall be forwarded intima 


to reach the Board office not later than Wednesday of the week next 


succeeding. 


| (3) Every licensed processor po dieccav tl ecueed wholesaler shall 
prepare a Statement at the end of each week showing in pounds the amount 
of broilers imported from outside the Province, the amount of broiler 
exported to points outside the province of Alberta, and the amount of 
the regulated product held by him in inventory regardless of where the 


said inventory is held within the Province of Alberta, and this statement 
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shall be mailed in time to reach the Board office not later than Wednes- 


day of the week next succeeding. 


Appendix B=} 
3. Issue Licenses and Raise Funds 

a)_Issue Licenses: 

2 ~~) No producer shall be issued a marketing quota or a marketing 
permit without first having been registered with the Board for the cur- 
rent year. 

(2) Any producer shall apply to be registered with the Board upon 
receiving a request to do so by the Board. 

3 (3) No Licence may be issued to a producer unless the producer is 
a registered producer. 

fo ALY CA separate licence shali be obtained for each premise, build- 
ing, or place of storage operated, provided that in the case of a regis-— 
tered producer, one licence only shall be required for each business unit. 

(2) Every licence issued by the Board shall expire on the 31st day 
of December of the year issued. 

_(3) Where any person operates in more than one capacity as regis- 
tered producer, processor, trucker, cee. Se estat or hatchery- 
man, he shall apply to the Board for a licence for each such capacity and 
shall comply with all requirements of the Board that apply to his opera- 
tion in each such capacity. 

(4) No licence issued by the Board may be transformed. 

6 (2) The Board may suspend, revoke or refuse to renew a-licence 
for failure to observe, perform or carry out the provisions of the Act, 
the regulations, the Plan or any lawful order or direction of the Council 


or the Board. 
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7 No person may commence or continue to engage in the market- 
ing or processing of broilers in the Province of Alberta, including a 
producer, processor, trucker, warehouser, wholesaler, or hatcheryman 
unless that person is the holder of the appropriate licence read by the 
Board. 

b) Raise Funds 

5 (1) Each registered producer shall pay to the Board a service 
charge of one-fifth of one cent.per pound of liveweight broilers marketed. 

So (4) No licence fee. shall be payable to the Board by a processor, . 


trucker, warehouser, wholesaler or hatcheryman. 
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APPENDIX C 


QUOTA ALLOCATION POLICIES OF THE BOARD 


Appendix C-1 


Quota Allocation Policy of 19721 


No new quotas were allocated for first marketing in 1972. New 
quotas had been allocated in the previous three years. In view of the 
slow sales growth and interprovincial marketing situation in effect in 
19 7t. che Board decided not to allocate new quotas for first marketing 
in 1972. The decision to-allocate and notification to growers is done 
the year before quotas are allocated. 

Market conditions improved in 1972, therefore the Board decided 
to increase the quota by about 8% in 1973. Offerings have been made to 
13 potential new growers and to about half of the existing registered 
growers for a new or increased quota allocation to come into effect some-. 
time in 1973. The exact date of the new allocation will be set according 
to market conditions. 

The Board reviewed its quota allocation policy at the request of 
the Alberta Agricultural Products Marketing Council. Following the reivew 
the Board decided to revise the policy. 

Many hours in and out of Board meetings by all Board members were 
expended in developing what is hoped is a fair quota allocation polar 
Thes 1973 new quota allocation will be made according to the following 


policy as approved by the Alberta Agricultural Products Marketing Council. 


: Extracts from The Alberta Broiler Growers' Marketing Board, The 
Sixth Annual Report (Edmonton: ABGMB, November 19, 1972), pp. 9-10. 
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Marketing quotas will be offered according to the policy that 
follows but before quota is issued one square foot of suitable growing 
Space per unit must be available in the case of broiler chicken and one- 
half square foot for roaster chicken. Growers will be given a reasonable 
period of time to construct this space before a quota offering is with- 
drawn. The length of time will depend upon the time of-year, the circum- 
stances of the individual and the need for the product. 

es will be offered either broiler chicken or roaster chicken 
quota but noe at the same time. Some growers who have a broiler 
chicken quota will be offered a eee chicken quota, Fee. the ae 
will attempt as much as is practical to keep production facilities. for the 
two classes of chicken separate for disease control ee ane. 

Initial roaster chicken quotas will be allocatéd on a regional 
basis, according to the estimated demand for product in the three market- 
ing centres of Lethbridge, Calgary and Edmonton. No regional considerations 
will be taken into account in offering broiler chicken quota. 

Initial offerings of roaster chicken anoea will be made to growers 
who have marketed roaster chicken under permit to the Board on a regular 
basis for the past three years. Initial offerings to these growers will 
be based on the historic production of these growers. 

All. other new quota offerings will be made to two classes of grow- 
ers as market conditions warrant in the following manner: 

A. Quota Allocation to New Growers 
At least 35% of the total of each Boat on (broilers plus 
roasters) to be offered to new growers as- follows: 
(1) In lots of 6,000 square feet: 


This will allow the marketing of 6,000 broiler chickens or 4,000 
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roasting chickens per cycle when the marketing quota is set at. 

100%. 

(ii) In order of application received in the Board Office beginning at 
“the commencement of Board operations. In Hol ee. of roaster 
chicken quota, location will also be taken into account. As the 
time of offering or within a reasonable time thereafter (at the 
discretion of the Board), the successful applicant must: 

(a) own the farmland and facilities where he will raise the 
regualted product, or else have a long term lease agreement 
for the buildings in which the birds will be raised. 

(b) have facilities entirely separate from any other facilities 
used to raise the regulated product by any other registered 
grower. 

(c) derive his major net income ate farming or satisfy the Board 
that he will eventually derive his major net income from 
farming. 

B. Quota Allocation to Existing Growers 

Priority rating for the balance of each quota to existing quota 

holders: 

In lots of 3,000 square feet offered in the following order: 

(i) Growers with quota allocations Sehr inte eee: Beaed 1966 present ty 
less than 10,000 square feet in order from smallest present quota 
under 10,000 (16 growers). 


(ii) Growers who accepted their first quota in 1969 (7 growers). 


If a potential new grower is unable to satisfy these requirements, 
the Board in its discretion will either remove his name from the list of 
applicants or leave it on with no change in numerical position for future 
consideration, 
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(iii) Growers at more than 10,000 square feet and less than 15,000 square 
feet in order from smallest present quota (21 growers). 

(iv) Growers who accepted their first quota in 1970 (7 growers). 
(v) Growers at- more than 15,000 square feet and less than 20,000 
square feet in order from smallest present quota (13 growers). 
(vi) Growers who accepted their first quota in 1971 (7 growers). 

(vii) Remaining growers in order from smallest to largest except those 
who are owned in whole or in part or effectively controlled by a 
peuane’ ae individual that es been allocated more than 3% of the 
total of all outstanding quota at the time quota is offered (14 
growers). 

€. General Rules 
(i) Each time quota increases are offered, present quota holders 

fave not teken advantage of a previous offer will be given the 
opportunity to take up these previous allocation offers. Notwith- 
standing this, ne grower will be allowed to accept more. than two 
offerings at any one time, 

(ii) The total amount of quota offered will depend upon anticipated 
market demands and will be at the discretion of the Board. 

(444) In the event of i change in ownership or lease agreement, the 
quota affected automatically reverts to the Board. The Board in 
its discretion may or may not reallocate the quota to the present 
or the new owner or lessee. 

(iv) Marketings from new quota allocations are to commence at a time 
the Board considers is warranted by market conditions. 
As well as increasing the broiler quota base, the Board is embark- 


ing on a regulated roaster chicken (birds over 5 and 1/2 lbs. liveweight) 
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program. Roaster chicken marketing quotas will also be allocated accord- 


ing to the new policy. 
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APPENDIX C-2 


THE PROPOSED QUOTA ALLOCATION POLICY OF 19767 
A. Round Three” 

1. Continue the third round of quota increases with an offering of 
3,000 square feet to each grower in order as listed on the Board's 
priority list. The first offering will be to the grower with 
priority listing s enee oo Nos. 1-22 have received offers for 
an increase in 1976. 

2. Growers with a credit outstanding will be given the opportunity. to 
use that credit only when they are offered a quota increase. The 
Maximum increase allowable will be 6,000 square feet including 
credit and new offering. Offerings not accepted will be issued 
as a credit for possible use the next time the grower is offered 
a quota increase. 

3. No grower will be offered a quota increase if he currently has 
allocated a total of 3% or more of the outstanding quota. 

4. No new growers will be offered quotas in round three. 

B. Round Four 

1. Priority listing to be reworked to a strictly numerical order 
beginning with the smallest quota holder and ending with the lar- 
gest quota holder that has less than 3% of the outstanding quota. 


In the case of identical allocation, ratings will be adjusted with 


: This policy is subject to approval by the Alberta Agricultural 
Products Marketing Council. Source: The Alberta Broiler Growers Marketing 
Board, The Tenth Annual Report (Edmonton: ABGMB, November, 1976), p. 9. 


The growers who were alloted quota at the time of Board formation 
in 1966 have received two rounds of quota offers up to 1974. 
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preference to the grower who placed chicks under quota for the 
first time on the earliest date. 

P< Arter ads. Se aie have had the opportunity to expand to 12,000 
Square feet, 35% of the total of each quota allocation will be 
offered to new quota applicants from the Board's application list. 
Ground rules for eligibility to be decided prior to the next 
offering to new applications. 

3. New growers will be offered quotas of 6,000 square feet plus a 
special credit of 6,000 square feet. The new grower will be given 

the opportunity to make use of the special credit each time there 
is a general quota increase. When the new growers reach 12,000 
square feet they will be considered as existing growers and 
placed in numerical order on the Board's Sori ty list for quota 
increases. All growers that fe have guotas should then have had 
the opportunity to have an allocation of at least 15,000 square 


feet. 


$05; Sian need 1S When so io 
a hae wmotisoolis “eabop sh is si =. ; 


Se ee ee Ce ea oan p AnStieae , Big tees, 


RE salami: ‘eb a ) 6 iat 


“se eat 10k ‘ota "3 ee lis ‘elpeuiy ben tne? 
: 2 4 Je ayy 
aivta od ftw" paners wear. at teat hen Wwe, * ve foal 


= oy, 


stork pa 56" ‘ahbens tise att ‘7 wee & 


“800, “ digas ‘arHory rece Pe atiht’ sanding 


"he Pay - 


* 


bes wedi gniseiad’ ds toot Fay Po hs cant toa 


a . ape 


daoup seh net ie bok she. da eat Ws cay: ta ‘open ae 


“ee “AN 
OP rad eal Gkiddg -chiahip wu Ged 34d} pene LEA Shei 


ei perpe red “Sennl 1k Td. at Hasbhtk as al by ca pa A ‘ an 


ta. as see t 
A nom yee Bes 


: EA Coa po Se 1 ee 
" 
= 4 2 ~ 2 : a ert + 
‘ . 
oe 
aS 
) 
3 r: 7 * ia =F ney : Say 
= "¢ aah 
wy ‘ leet 
oo “f ce I sm ee oe cS = i 
dae ‘ “ feo ; , 4A > ® i he =. es ya a t ne z oh oe? wy wt 
: , ” * Lert a “ 
eT 
) oo . 7 
mie j 5 2 
Tan ae - os a td ee Ba IN os) ay al ri geld Sh oe, Fete gy Ma ree oe em gs Oo aye star 
, P Are >. 
: , 2 § << & a ae hee | 7 > oe oe a 
y at 
1 
. | wa a 
ae 
; ee ae fv 5 tie "Ton be ry ciples 
= ' . 7 
uri _ ay e “¥ > 
** ; a) ue) w Apiy é a 
ee ee 
5 i @ 20 ay tel a i 
f : ' fi, 6 ‘ 
} 
é 
i 4y 7 ri , 
pF qv 


106 
APPENDIX D 


CUMULATIVE PERCENTAGE OF PRODUCERS 
AND AUTHORIZED BASIC QUOTA FOR 
DIFFERENT SIZE GROUPS 


i in eee 


pin titel? ebnldaiecmin putes Nida tes Aa ts iia el Eo) 
Quota Lior 5 Ou OL BOL ie OL L0G 
Square Feet Quota Producers Quota Producers Quota Producers 
Independents 
ip, ta =G7000"" 5.2 1123.0 tena 2580 5.4 20.6 
ip to 1220000 19.0 Beer 22.1 62.5 15.8 estes 
up to 18,000 33.6 80.4 Bey ass, 7/9 aa ane 31.6 70.6 
up to 24,000 40.7 88.0 40.2 86.6 ae 82.6 
up to 30,000 40.7 88.0 45.9 91.4 49.1 88 .6 
up to 38,000 42.4 89.1 55 95.2 54.1 92.1 
up to 48,000 46.7 9 4,3 53.6 96.1 58.8 94.7 
up to 60,000 54.9 94.6 55 29 97.0 63.0 25)96 24 
up to 72,000 54.9 94.6 55.9 97.0 65.7 We Kies 
up to 84,000 63.2 96.8 59.3 98.0 68.7 98.2 
Integrators 
up to Firm C 68.8 97.9 Gaia OC On ve ud ue 7 Oo te 
up to Firm A 82.1 99.0 


: 100 .0 100.0 100.0 100.0 
up to Firm B 100.0 ~ HEOOED 
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APPENDIX E 


AVERAGE QUOTA HOLDING, PERCENT MARKET SHARE AND 
PERCENT OF INDEPENDENT PRODUCERS IN DIFFERENT SIZE GROUPS 


eee Constant Bi ES BE Constant Share Classification 
Group 1967 li ja 1976 1967 det ga' 1976 
| nirdelee Quota Holding Square Feet 
S 6,750 7,840 7,860 6,000 7,040 8,140 
M 15.4500 16,700 16, 350 | 12,200 12,140 15 ,640 
L 92,700 29 ,000 28, 300 21,740 20 , 700 235900 
XL 54, 900 59,900 54,760 43,740 35 ,400 45,400 
AV 13,680 13,400 15,900 13,680 13,400 15,900 
Number of Producers 

5 SAg (30 0) +i 65¢ 43d .2) N58 230) esse S011 bS0et25) 50 1025) 
M gomecon e+) £2511 30.5) 6 43) (BSc 2p op 297 25,) ZO C25) 
L mn 2.7) Or iGO sly Li i ap 16 (25) 29 (25) 
XL 14432).9) a (1352) T LT ate 3) 7-425) t0BC25) 


TOmAL, 699)(100) . 102 :(100)). 114 (100) ~899100) 102 (100)° 114 (100) 


an ee 


Note: Figures in brackets are percent of market share held by producers in 
each size group. 
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APPENDIX F + 
ESTIMATION OF GINI COEFFICIENT USING LINEAR 
APPROXIMATION METHOD 
The Gini Coefficient is the ratio of the area between the Lorenz 
Curve actually observed and the diagonal line (area C in Figure F.1) to 


the triangular area beneath of diagonal (area C + N in Figure F.1). 


Gini Coefficient where € + N ='5000 


C+N 5 


-The Gini Coefficient can be calculated by estimating area N. The 


mathematical derivation of N in our example will be equal to: 


Kher ay COR er 


Nie 


where: FP. is the cumulative percentage of broiler producers 1n the lowest 
quota size group. 
_Q;, is the cumulative percentage of the quota in possession of the 
Jowest quota size group of broiler producers. 
m is the total number of size groups, and 


Py = Q, = 0. 


The contents given in this Appendix are mainly derived from: 
Augustine, Y. Bobe, "Income Distribution in Malawi." (Unpublished M.SC. 
thesis, Department of Rural Economy, University of Alberta, Edmonton, 
1976). 
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Cumulative Percentage of Basic Authorized Quota 


100 


Figure F.1 


LINEAR APPROXIMATION OF THE GINI COEFFICIENT 
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The area of N can thus be calculated by estimating the area of m trapez- 


5 (distance between parallel sides of trapezium) 
(sum of the parallel sides of trapezium). 


In our example, the distance between the parallel sides of the tra- 


pezium will be equal to the difference between the percentage of broiler 


producers in two adjacent size groups. In notation form, that can be indi- 
cated as: 


Paci ery 


The sum of the parallel sides will be equal to the total of the percentages 


of quota in two adjacent size groups. In notation form that means: 


+O) 
1. 
i 
N = iy aa = (P = Py. -)- (Q + Q.), and the Gini Coefficient 
Papo rail od SUN eae rae ei vd 
i=l 
m 
ee i 


The use of actual 1976 data from Appendix D will enable a better 
understanding of the above method. 
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By substituting the calculated value of N in the formula of the Gini Coef- 
ficient, its value can be estimated. 
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